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INCOME TAX

Rev. Rul. 96-51, page 5.

Taxes, accrual of deduction. Under the all events test
of section 461 of the Code, an accrual method employer
may deduct in Year 1 its otherwise deductible FICA and
FUTA taxes imposed with respect to yearend wages
properly accrued in Year 1, but paid in Year 2, if the
requirements of the recurring item exception are met.
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An Act to amend the Internal Revenue Code of 1996, to
improve portability and continuity of health insurance
coverage in the group and individual markets and to
promote the use of medical savings accounts, is repro-
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ments. This procedure describes how certain plan
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sponsors may adopt model amendments to amend their
plans to comply with the requirements of the Uniformed
Services Employment and Reemployment Rights Act of
1994, P. L. 103-353, and section 414(u) of the Code,
which was added by section 1704(n) of the Small
Business Job Protection Act of 1996, P. L. 104-188.

EXEMPT ORGANIZATIONS

Announcement 96-109, page 76.
A list is given of organizations now classified as private
foundations.

ADMINISTRATIVE

Announcement 96-110, page 77.

Corporations and partnerships will not automatically
receive Package 1120 or 1065 for 1996. Instead, they
will receive a postcard and may order either package if
necessary.

Announcement of Declaratory Judgment Proceedings Under Section 7428, on page 77.



Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Announcement Relating to Court Decisions

It is the policy of the Internal Rev-
enue Service to announce at an early
date whether it will follow the holdings
in certain cases. An Action on Decision
is the document making such an an-
nouncement. An Action on Decision will
be issued at the discretion of the Service
only on unappealed issues decided ad-
verse to the government. Generally, an
Action on Decision is issued where its
guidance would be helpful to Service
personnel working with the same or
similar issues. Unlike a Treasury Regu-
lation or a Revenue Ruling, an Action
on Decision is not an afirmative state-
ment of Service position. It is not
intended to serve as public guidance and
may not be cited as precedent.

Actions on Decisions shal be relied
upon within the Service only as conclu-
sions applying the law to the facts in the
particular case at the time the Action on
Decision was issued. Caution should be
exercised in extending the recommenda-
tion of the Action on Decision to similar
cases where the facts are different.
Moreover, the recommendation in the
Action on Decision may be superseded
by new legislation, regulations, rulings,
cases, or Actions on Decisions.

Prior to 1991, the Service published
acquiescence or nonacquiescence only in
certain regular Tax Court opinions. The
Service has expanded its acquiescence
program to include other civil tax cases
where guidance is determined to be
helpful. Accordingly, the Service now
may acquiesce or nonacquiesce in the
holdings of memorandum Tax Court
opinions, as well as those of the United
States District Courts, Claims Court, and
Circuit Courts of Appeal. Regardless of
the court deciding the case, the recom-
mendation of any Action on Decision
will be published in the Internal Rev-
enue Bulletin.

The recommendation in every Action
on Decision will be summarized as
acquiescence, acquiescence in result
only, or nonacquiescence. Both “acqui-
escence” and “acquiescence in result
only” mean that the Service accepts the
holding of the court in a case and that
the Service will follow it in disposing of
cases with the same controlling facts.
However, “acquiescence” indicates nei-
ther approval nor disapproval of the
reasons assigned by the court for its
conclusions; whereas, “acquiescence in
result only” indicates disagreement or
concern with some or al of those
reasons. Nonacquiescence signifies that,
although no further review was sought,
the Service does not agree with the
holding of the court and, generaly, will
not follow the decision in disposing of
cases involving other taxpayers. In refer-
ence to an opinion of a circuit court of
appeals, a nonacquiescence indicates
that the Service will not follow the
holding on a nationwide basis. However,
the Service will recognize the
precedential impact of the opinion on
cases arising within the venue of the
deciding circuit.

The announcements published in the
weekly Interna Revenue Bulletins are
consolidated semiannually and annually.
The semiannual consolidation appears in
the first Bulletin for July and in the
Cumulative Bulletin for the first half of
the year, and the annual consolidation
appears in the first Bulletin for the
following January and in the Cumulative
Bulletin for the last haf of the year.

The Commissioner ACQUIESCES in
the following decisions:

Burlington Northern Railroad Co. v.
Commissioner,*

82 T.C. 143 (1984)

Eastman Kodak Co. v. United States?
534 F.2d 252 (Ct. Cl. 1976)

Velinsky v. Commissioner,®

T.C. Memo 1996-180

The Commissioner does NOT AC-
QUIESCE the following decision:

Brown Group, Inc. v. Commissioner,*
77 F.3d 217 (8th Cir. 1996)

vacating and remanding 104 T.C. 105
(1995)

1Acquiescence and that Rev. Rul. 74-70 be recon-
sidered relating to whether an accrua basis tax-
payer may deduct, pursuant to the al events test
of section 1.461-1(a)(2) of the Treasury Regula-
tions, the employer’s portion of payroll taxes on
year-end salaries where the salaries are properly
accruable but unpaid at year-end and the obliga-
tion to remit the taxes does not arise until the
following year when such wages are paid to
employees.

2Acquiescence and that Rev. Rul. 74-70 be recon-
sidered relating to whether an accrual basis tax-
payer may deduct, pursuant to the al events test
of section 1.461-1(a)(2) of the Treasury Regula-
tions, the employer’s portion of payroll taxes on
year-end salaries where the salaries are properly
accruable but unpaid at year-end and the obliga-
tion to remit the taxes does not arise until the
following year when such wages are paid to
employees.

3Acquiescence relating to whether, for purposes of
the grossly erroneous requirement of section
6013(e) of the Code, an adjustment to cost of
goods sold (COGS) is an omission of gross
income or an item of “deduction, credit, or basis.”
“Nonacquiescence relating to whether a controlled
foreign corporation’s (“CFC's”) distributive share
of partnership income is foreign base company
sales income under section 954(d) of the Code,
when the partnership income is earned under
circumstances in which it would have been foreign
base company sales income if earned directly by
the CFC partner.




Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 461.—General Rule for
Taxable Year of Deduction

26 CFR 1.461-1: General rule for taxable year of
deduction.
(Also § 1.461-5)

Taxes, accrual of deduction. Under
the al events test of section 461 of the
Code, an accrual method employer may
deduct in Year 1 its otherwise deductible
FICA and FUTA taxes imposed with
respect to year-end wages properly ac-
crued in Year 1, but paid in Year 2, if
the requirements of the recurring item
exception are met.

Rev. Rul. 96-51
ISSUE

Under the all events test of § 461 of
the Internal Revenue Code, may an
accrual method employer deduct in Year
1 its otherwise deductible Federal Insur-
ance Contributions Act (FICA) and Fed-
era Unemployment Tax Act (FUTA)
taxes imposed with respect to year-end
wages properly accrued in Year 1, but
paid in Year 2?

FACTS

X, a corporation, employs the accrual
method of accounting and uses a cal-
endar taxable year. X pays otherwise
deductible wages to its employees bi-
weekly on the Friday immediately fol-
lowing a two-week pay period. Wages
for the pay period beginning Saturday,
December 23, 1995, and ending Friday,
January 5, 1996, were paid to X's
employees on Friday, January 12, 1996.
Prior to filing its 1995 corporate federa
income tax return on March 15, 1996, X
paid the taxes owed under 88 3111 (the
employer's share of FICA taxes) and
3301 (FUTA taxes) with respect to the
December 23-31, 1995 wages that X
properly accrued in 1995. X properly
adopted the recurring item exception
under 8§ 1.461-5 of the Income Tax
Regulations as a method of accounting
with respect to X's recurring liability for
its share of FICA and FUTA taxes
imposed in connection with accrued but
unpaid year-end wages. On its 1995
return, X deducted the FICA and FUTA
taxes it paid on the accrued year-end
wages.

LAW AND ANALYSIS

Section 461(a) provides that the
amount of any deduction or credit must
be taken for the taxable year that is the

proper taxable year under the method of
accounting used in computing taxable
income.

Section 461(h) and § 1.461-1(a)(2)(i)
provide that, under the accrua method
of accounting, a liability is incurred, and
is generaly taken into account for fed-
eral income tax purposes, in the taxable
year in which (1) al the events have
occurred that establish the fact of the
liability, (2) the amount of the liability
can be determined with reasonable accu-
racy, and (3) economic performance has
occurred with respect to the liability.
The economic performance requirement
applies to liabilities allowable as a de-
duction or otherwise incurred after July
18, 1984.

Section 1.461-4(g)(6) provides gener-
dly that, if ataxpayer is liable to pay a
tax, economic performance occurs as the
tax is paid to the governmental authority
that imposed it.

Section 1.461-5 provides a recurring
item exception to the general rule of
economic performance. Under the recur-
ring item exception, a liability is treated
as incurred for a taxable year if: (1) at
the end of the taxable year, al events
have occurred that establish the fact of
the liability and the amount can be
determined with reasonable accuracy;
(2) economic performance occurs on or
before the earlier of (a) the date that the
taxpayer timely files a return (including
extensions), or (b) the 15th day of the
ninth calendar month after the close of
the taxable year; (3) the liability is
recurring in nature; and (4) either the
amount of the liability is not material or
accrual of the liability in the earlier year
results in a better matching of the
liability against the income to which it
relates.

Section 1.461-5(b)(5)(ii) provides
that, in the case of a liability for taxes,
the matching reguirement of the recur-
ring item exception is deemed satisfied.

Rev. Rul. 74-70, 1974-1 C.B. 116,
holds that, under the all events test, an
accrual basis employer generally may
not deduct its share of FICA taxes
payable with respect to wages accrued
but unpaid at year-end until the taxable
year in which those wages are actualy
or constructively paid.

In Eastman Kodak Co. v. United
Sates, 534 F2d 252 (Ct. Cl. 1976),
acq., this Bulletin, page 4, the court
held that an accrua basis employer may
deduct its share of FICA, FUTA, and
state unemployment taxes with respect
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to year-end wages in the year the wages
were accrued, rather than in the follow-
ing year when the wages were paid. The
court held that, under the all events test,
the fact of the liability may be estab-
lished, and the amount thereof reason-
ably ascertained, even though no legally
enforceable obligation to pay the taxes
in issue had arisen by year-end. The
court found that the fact of the employ-
er's liability for the taxes was estab-
lished as an automatic consequence of
its definite and legal obligation to pay
the underlying year-end accrued wages.
See also Burlington Northern RR. v.
Commissioner, 82 T.C. 143 (1984), acq.
this Bulletin, page 4 (reaching the same
conclusion on the deductibility of the
§ 3221 employer tax under the Railroad
Retirement Tax Act with respect to
accrued year-end wages).

Similarly, X satisfied the al events
test for the federal employment taxes
imposed with respect to accrued year-
end wages for 1995 because the fact of
its liability to pay those taxes was
established as an automatic consequence
of its accrual of the underlying wages
and the amount of those taxes was
reasonably ascertainable. Further, X sat-
isfied the requirements of the recurring
item exception because the al events
test was satisfied by the end of 1995,
economic performance occurred within
the prescribed time because the taxes
were paid prior to the filing of X's 1995
return, the liability was recurring in
nature, and the accrual of the tax liabil-
ity in 1995 is deemed (under § 1.461-
5(b)(5)(ii)) to result in a better matching
of that liability against the income to
which it relates. Accordingly, X may
deduct on its 1995 return the FICA and
FUTA taxes it paid on the accrued
year-end wages.

HOLDING

Under the all events test of § 461, an
accrual method employer may deduct in
Year 1 its otherwise deductible FICA
and FUTA taxes imposed with respect to
year-end wages properly accrued in Year
1, but paid in Year 2, provided the
employer sdatisfies the requirements of
the recurring item exception with re-
spect to these taxes.

EFFECT ON OTHER DOCUMENTS
Rev. Rul. 74-70 is revoked.



APPLICATION

The tax treatment of an employer’'s
FICA and FUTA taxes with respect to
year-end wages within the scope of this
revenue ruling constitutes a method of
accounting. An employer currently treat-
ing those taxes in a manner different
from that provided in this revenue ruling

must seek the Commissioner’s consent to
change its method of accounting. A
change in method of accounting for those
taxes is a change in method of account-
ing to which 88§ 446(e) and 481 apply.
This change in method of accounting
must be made in accordance with Rev.
Proc. 92-20, 1992-1 C.B. 685.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Barry M. Freiman of the Office
of Assistant Chief Counsel (Income Tax
and Accounting). For further information
regarding this revenue ruling, contact
Mr. Freiman at (202) 622-4950 (not a
toll-free call).




Part Il. Treaties and Tax Legislation
Subpart B.—Legislation and Related Committee Reports

Public Law 104-191
104th Congress, H.R. 31031
August 21, 1996

An Act to amend the Internal Revenue Code of 1986 to improve
portability and continuity of health insurance coverage in the group and
individual markets, to combat waste, fraud, and abuse in hedth insurance
and health care delivery, to promote the use of medical savings accounts, to
improve access to long-term care services and coverage, to simplify the
administration of health insurance, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United
Sates of America in Congress assembled,

* * * * * *

TITLE INI—TAX-RELATED HEALTH
PROVISIONS

REC. 300. AMENTENT OF 1968 CODE.

as otherwise expressly provided, whenever in this titl
i am mmtufnrrepaaliﬂuprﬂmdin_hm uu.:';:rmendmm:
tn, OF , B mection or n&npmmﬂm reference shall
Mumm“hmudemaummwﬂ“mmnrm
[nternal Revenoe Code of 1088,

Subtitle A—Medical Savings Accounts

SEC. il MEDTCAL SAVINGS ACCOUNTS.

(a) IN GENERAL.—Part VII of subchapter B of chapter 1 (relatin
s additional itemized deductions for ndividuais) is amended b
redesign section as seckion 221 and by inserti fto
meckion E:tﬂﬂfn following new section: . e i

EEC, b0, MEDICAL BAVINGE ACCOUNTS.

el DEDACTION ALLOWED.—In the emse of an individual who
i an eligible individual for maonth during the taxable year,
there shall be allowed as aaﬁiduntiuu for the taxable year an

emount equal to the amount paid in cash during such
taxahle such ividual to & medical i COMUR
il T AU B mapdlenl HeTiag Aaes ot

“[b) LiMITATIONS. —

1} I8 GENERAL.—The amount allowable as a deduction
under subsection (a) to an ndividual for the taxable year shall
iy oth Lmble Jeus tha S i o s

B year individual s an eligihle

indiviSual =

*(2) MONTHLY LIMITATION. —The monthly limitation for any
month is the amount equal to ¥z of—

“{A) in the case of an individual who has self-only
coverage under the high deductible health plan as of the
firat day of such month, 85 percent of the annual deductible
under such coverage, and

“(B) in the case of an individual who has family cov-
erage under the high deductible heslth plan as of the

This publication of the law is restricted to excerpts involving tax matters.



PUBLIC LAW 104-181—AUG. 21, 1996

first day of such month, 75 percent of the annual deductible
r such coverage.
“(3) SFECIAL RULE FOR MARRIED [NDIVIDUALS.—In the case
of Individuals who are married to each other, if either spouse

has CIVErage—

Em both spouses shall be treated as having only such
family coverage (and if such spouses each have family
coverage under different plans, as having the family cov-

erage with the lowest annual deductible), and

“(B) the limitation under puruﬂph (11 (after the
nppliu.t.in.n of subparagraph II.M paninpl'l]' shall

divided equally between them they agree on

B dlﬂﬁmt division.

“I4) DEDUCTION ROT TO EXCEED COMPENSATION.—

“{A} EMPLOYEES —The deduction allowed under sub-
section (a) for comtributions se an eligible individual
described in subclause (1) of subsection (eM1MANiii) shall
not exceed such individual's wages, salaries, tips, and other
m&g’l pensation which are attributable to such

Dﬁ'. employment by the employer referred to in
auch subelauss.

*B) SELF-EMPLOYED INDIVIDUALS.—The deduction
allowed under subsection (a) for contributions as an eligible
individual described in subelause (II) of subsection
{cK1)}ANiii) shall not exceed such individual's earned
income (a8 defined in section 401icKl)) derived by the

from the trade or business with respect to which
thn% deductible health plan is eatablished.

} COMMUNITY PROPERTY LAWS NOT TO APPLY.—The
limitations under this paragraph shall be determined with-
out to community property laws,

“(&) [MATION WITH EXCLUSION FOR EMFPLOYER CON-
TRIBUTIONS.—No deduction shall be allowed under this section
for any amount pald for any taxahle yesr to a8 medical savings
account of an individual if—

“lA} any amount is contributed to any medical savin
aceount nfuur_h individual for such yvear w is exeludahble

income under section 106(k), or

¥ |f such hﬁﬂhri:luﬂ'- spouse is coversed under the
it & O o Such Teis T Hiy mABosl avinEs
amount is con such year BAVIDES
mtnfru:]upuuunrh:d:ummhﬂh
{6) DEMIAL OF DEDUCTION TO DEFENDENTS. —No deduction

ghall be allowed under this section to any individual with

respect to whom a deduction under H!:‘hl:l'l'l 151 is allowable

to another taxpayer for a taxable year beginning in the calendar
ar in which such individual's taxable vear begins.

(¢} DEFNITIONS. —For purposes of this section—

(1) ELIGIRLE INDIVIDUAL . —

“(A) IN GENERAL-—The term ‘eligible individual’ means
with reapect to any month, any individesl if—

i) such mdlﬂdul] is covered under a deduct-
ible health as of the 1st day of such month,
“ii} such individual is not, while ﬁ'.'l"il'!I'Bd under

n high deductible health plan, covered under any
health plan—



PUBLIC LAW 104-191—AUG. 21, 1996

s (1) which is not a high deductible health plan,
I which ides coverage for any benefit
is under the high ible health

afm and

WI) the high deductible health plan covering
individual is established and maintained by

the em ufuu:hmdiﬁdualnrnfthuupmunf

such indi al and awch employer i a amall employer,

or
(11} such individual is an s‘glnyee {ml;hm the
meaning of section 401(ck1}} or of #uch
nn emp and the high deductible h plan cover-
ing such individual is not established or maintained

any employer of such individual or spouse.

"IB} CERTAIN COVERAGE DISREGARDED —Subparagraph
(AKX} shall be applied without regard to—

"[i} coverage for any benefit provided by permitied
insurance,
“(ii} coverage (whether through insurance or other-
mn]ﬁm'mdmtu , dental care, vision care,
-term care.

“{E} ELICIBILITY OF EMPLOYEE AND BPOUSE
mplwmm-ummm mﬁa ACCOUNTS.—If, while an
BT is & emp

i) amount is contributed to & medical
aceount of an individual who is an employee of
mp]n:.'rrw the spouse of such an em . and

*1i) soch mnunt in excludable dadﬂ:;ninm
under section 106{b} or allowable as a ion under

lul'-h individual shall not cease to meet the requirement
ﬁm:ﬂph (AN} by reason of such employer ceas-

# amall am r 50 long as such employes contin-

uan to be an employes of such emplover,

“(D) LIMITATIONS OM ELIGIBILITY. —

"For limftations mamber of taxpayers who eligible to hawe
-Hiulnﬂmiq:uu.mm -

“fi} in the cmse of self-only which haas
an annual deduetible which is not less tham $1,500
and not more than 2,250,

'{n]mﬂrauuenfflmﬂr coverage, which has
an annuoal deductible which is not less than 33,000
and net more than §4 500, and

Hiii) the annual uut-::-l‘
t-nhapmdnndartlmpllnl{uthnrmmﬂup A
) B 000 e ekt ks momocngy; el

8e COVETRZE, An
“(IT) $5,500 for family covernge.
"{B) BFECIAL RULES.—

“i) EXCLUSION OF CERTAIN PLANS.—Such torm does
not include a health plan if substantially all of ita
COVOTAEE 18 COVETEEE Seucrlhed in paragraph (1XBlL
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“(ii) SAFE HARBOR FOR ABSENCE OF PREVENTIVE

CARE DEDUCTIBLE.—A plan shall not fail to be treated

as a high deductible health plan by resson of failing

to have a deductible for preventive care if the absence
of a deductible for such care is required by State law
“(4) PERMITTED [NSURANCE.—The term ‘permitted insur-
= “A) Medie plemental i
BrE Su insurmnce,

“B) insurance if substantially all of the coverage pro-
vided under such insurance relates to—

*ii} liabilities incurred under workers' compensa-
tiom laws,

“{1i) tort liabilities,

*(iii} linbilities relating to ownership or use of prop-
erty, or

*fiv) m:l?!ud:urlilm]lu linbilities as the Secretary

specify by regulations
ﬂaﬁrinruminrnupauﬁaddlmurmnﬂl, and

"D} insurance paying a fixed amount per day (or other

iod ) of hospitalization.

4) BMALL EMPLOYER. —

SAY I uﬂm.—’gﬁ term ‘emall employer’ 1?““;,'
with respect to calendar year, any employver if su
ammr 1| erage of 50 or fewer employees

mdﬂyld -Ettharnftha‘lpmmdjngulﬂnd.lr
years. For purposes of nEI}B i
calendar year may be into account
Bmp waa in existence throughout such year,

“(B) EMPLOYERS NOT IN EXISTENCE IN PRECEDING
YEAR —In the case of an employer which was not in exist-
ence throughout the 1st ing calendar year, the deter-
mmuh.mund subparagraph (A) shall be based on the

VETREE num'har of employees that it is reununah:ﬁ‘upmted
mrum:uplnwr will employ on business current

C) CERTAIN GROWING EMPLOYERS RETAIN TREATMENT
AE EMALL EMPLOYER.—The term ‘small mp]:u:.r-r' includes,
with m%hmynﬂnﬂum any employer if—

such employer met the requirement of subpara-
{:lutarmmud mﬂ:mul:

oo any e

'ﬂ.ﬂl ARY wu mn ted to the medical

savings account of any employee of such employer with

to coverage of such mplwuuﬁuuhlﬂ
uctible health plan of such employer during

nllmdlr:,ruramlm:hlmmnl:wuunlud

able from gross income under section 106 or allow-

ahla_?uahdﬁmmdnﬂ:umm and e
L] employer empl AN ave

business days d "F

each

ﬂr_ﬁmdln[ﬂluﬂyﬂriﬂﬂ 19048,

i) MW For purposes of this

all persons treated ss a e employer

under sobeection (b), (e}, (m), or (o} section 414
shall be treated as 1 emplover.

10
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“{ii) PREDECESSOEY reference in this para-

_hnr
grr:gtnmtmﬂwim;hdl include a reference to any
employer.
51 FAMILY COVERAGE.—The term ‘family coverage’

ans any coverage other than self-only coverage,
“d} Hl:mr.:..l.:. BaviNgs  ACcOUNT.—For purposes of this
section—

1) MEDICAL SAVINGS ACCOUNMT.—The term ‘medical sav-

ings account’ means o trust created or organised in the United

Et-ntmamlunnly for the purpose of paying the qualified medi-

cal expenses of the account holder, but only if the written

governing mlw“ ment creating the trust meets the following
1TEmET

“{A) Except in the case of a rollover contribution

in aubsection (5], no contribution will be

“i) unless it is in cash, or
“(ii) to the extent such eontribution, when added

provious contributions to the trust for the calendar
ﬁﬂu umadlﬂwmtarﬂthuhutmuﬂﬂmll
wpemnrtud under subssction (cX2WANi) for

auch cal

“{B]’ﬂmtnutaemnhanktudeﬁnedinmﬂmiﬂﬂm]}.
an insurance com im= defined in section B818), or
another person who tes to the satisfaction of
the that the manner in which such will
administer trust will be consistent with require-
ments of this section.

M) Mo part of the trust assets will be invested in
life insurance contracts.

*D) The assets of the trust will not be I.Hi

with other property except in & common trust
mmmmh:ﬂltmti'und

“E) The interest of an individual in the balanse in
his aceount is nonforfeitable.

2] QUALIFIED MEDICAL EXFENSES,—

“(A) IN GENERAL—The term ‘qualified mudiul
expenses’ means, with respect to an account
amounts paid luchhﬂld-rﬁ:rrmldlnium{udaﬁnu[
in section 213(d)) for such individual, the spouse of such
individual, and any dependent (as defined in section 152}
ﬂflﬂhﬂiﬁduﬂhtm@:hﬂ:ﬂmmm
are not compensated for by insurance or otherwise,

“{B} HEALTH INSUBANCE MAY NOT BE PURCHASED FROM
mmtm‘r—

In ﬂm—&hﬂw (A) shall not

l.ppla;tn payment for
BX —ﬁlﬂln'[l]'lhlllmtl.mlyh

any mxponse for
"'I_'[}n p?:nﬂu:ing period of continu-
un;;r Federal law,

t-mmmrmmm—

tnl:t{,ll hH.IE laaum TT02B(b)), ar
) a during a period in which
the individual is 'IPBEII:"!iI! . Iuym;nnt EOM-

pensation under any F 0T

11
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*I0) MEDICAL EXPENSES OF INDIVIDUALS WHO ARE HD'
ELIGIBLE INDIVIDUALS. —Subparagraph (A) shall ap
an amount paid by an acoount der for medi c.ln:
of an individual who is not an eligible individual for the
month in which the expense for such care is inmcurred
only if no amount is contributed (other than a rollover
contritution) to u.nﬂmmdll:l.l savings account of such
aceount holder fo -lmh includes such

month. This su phll‘ﬁ]'lnﬂlp]!-l F
for coverage d in subelavse (1) or l:lII]- of subpara.
graph (B}

"9) ACCOUNT HOLDER—The term "account holder' means
the individual on whose behalf the medical savings account
e "{4) CERTAIN RULES TO APPLY.—Rules similar to the follow.
ing rules shall apply for of this section:

*{ &) Section 219ANZ) (relating to no deduction for roll-
overs),
*(B) Section 219(fK3) (relating to time when contribu-

o Eacant ax provided in_section 106(b), sectio

a8 in an

Elﬂ'[ﬂt-ﬁ]i g to paymeants).

: ‘(I Section mﬂ{g irelating to community property

awsl,
“'E} Section 408{h} (relating to custodial accounts),
“{g} TAX TREATMENT OF ACCOUNTS.—

1) In OENERAL—A medical savings account i exempl
from tazation under this subtitle unless such aceount has
ceased to be a medical savings account. Notwithstanding the
prec gentence, nunhacmuntluauhjmthnﬂntnm
imposed by section 611 {rullt :.mp-unhm uI' m Of Unre-
loted business income of charita

) AEU‘H‘I‘ ?Hﬁﬁm'_m ] .-nm:lur tu the rules
of paragraphs (2) and (4) of section e) shall apply to medical
savings accounts, and any amount treated as ibuted under
such rules ghall be treated as not used to pay qualified medical

“if) TAX TREATMENT OF DISTRIBUTIONS. —
1] AMOUNTS USED FOR QUALIFIED MEDICAL EXFENSES.—
amount paid or distributed out of & medical savings account
is used exclusively to qualified medical expenses
of eny account holder shall not be includible in gross income
*2} INCLUSION OF AMOUKTS BOT USED FOR QUALIFIED MEDE
CAL EXFENSES,—Any amount paid or distriboted out of & medi
eal savings aceount which is not used exclusively to the
od medical expenses of the account Er be
included in the gross income of such holder,
"3] EXCESS CONTRIBUTIONE HETURNED BEFORE DUE DATE

[ A) IN GEMERAL.—If any excess contribution is contrib-
}tad ii:'rﬂa taxable year .Fh]:tlﬂ.l;}f mld;i.l:-tll fa account
A Hﬂml. p shall y to distribu-
mﬂ such individual
l{tnthamtluthduh-lhu ﬂnnnt.a::eadt]maggm
F,ntaumumnmhuhmhuaﬂmhn{mnntunfmh
individual for such year) if—

12
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'{i}m:h{lil‘tﬁh‘u‘hm'urmﬁidh?thnindlrld.uﬂ
mwhﬂr&ﬂuhﬂuﬁ]ﬂm hwtincludiﬂ:
extensions of time) fo guch individual's
fior such taxable

“ii) such ll-h'lbl.lﬂnn is accompanied by th
lmnuli];‘nfnatinmmalmhuhhlnmmthmuw

Any net income described in clause (i) shall be included
in the income of the individual for the taxable year
inw it is received,

"(B) ExCEss CONTRIBUTION.—For purposes of subpara-
graph (A), the term ‘excess contribution’ means m:t-
tribution (other than & rollover contribution) which
ther excludable from gross income under section 'I.IHJI}

nor deductible under this section,
“4) ADDITIOMAL TAX ONM DISTRIBUTIONS NOT USED FOR
GIU-!-LII'IED MEDICAL EXPENSES.—
“(A) Iv cENERAL—The tas im =] Hul :hﬁ:
on the account holder for an I.ull: ar hich
isap t or distribution -ll-md.upamunt

of such holder which is mnludlhlnm gross income under
paragraph (2) shall be increased by 15 percent of the
amount which is so ibla.

“E} EXCEPTION FOR DISABILITY OR numnﬂubptr&

(A} shall not apply if the
mmmﬂmmt hold urmﬂlﬂﬂﬂi within
the meaning of section T2HmM7T) or diea.

"C} EIBE_EPT]:'GH FOR nmmt” mﬂﬂ mnhuf;;mmw
ELIGIBILITY. —Subparagraph .
mt oy t]'nem lp-eu;fﬂeddm mm:hnn ]t;.‘fl of i.h:

er attaing agE in

Bocial Security Act.

“5) ROLLOVER CONTRIBUTION.—An amount is described in
this paragraph ae a rollover contribution if it mesta the require-
ments of subparagraphs (A) and (B),

A) In mtn.u— h m: ll-.nll not a]]pE

medical aa

recaived is paid into a medical uwng nccount for the
benefit of such holder not later than the 60th day after
the:_hlliﬂle which the holder receives the pn:rtnml: ar dia-
tr

“(B) LiMITATION.—This paragraph shall not apply to

any amouont described in subparagraph (A} reced by
mindn-hlul!frum:muhulnﬁnumnt if, mt ﬂ
time during the 1- ending on the day of

ruuipt.. such ind vi:lu.n] rmvud any other

ﬂmhﬂﬂmmhpﬁn;rﬂph{,&.]fmmamadlnlm

account which was not includible in the individual's gross

income becauss of the application of this paragraph.

'[m CoOORDINATION WITH MEDICAL EXPENSE DEDUCTION.—

::rgnmufd-hnnlnmgthu amount of the deduction under

pection 213, payment or distribution out of a medical sav-
ings account ﬁ.'-r qualified medical expenses shall not be treated
as an expense paid for medical care.

“7T) TRANSFER OF ACCOUNT INCIDENT TO DIVORCE.—The
transfer of an mdlwd.ual‘a interest in a medical pavings account

13
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to an individual's spouse or former spouse under a divorce
nru nnhmuutdﬁﬂib&dlnmhwlzﬂph{ﬁﬁﬂm
1ib¥2) ahall not be considersd a taxable transfer made

by:nnhmmvﬁmlnumﬁlmwmilmumunfﬂ:u
subtitle, and such interest shall, such transfer, be treated
p:m&ﬂ:ﬂmnmuuntm nsputhwhi:hmdlm

“A) TREATMENT [F DEEIGNATED BEMEFICIARY I5
sPoUSE.~If the account holder's surviving apouse acquires
such holder's interest in a medieal account by
reason of being the designated beneficiary of such account
at the death of the account huld-r.lru-:hmadkllwrinp
Wmuhmmluwmmmummt
oyger.

S} such sccount shall cease to a medical
P aceount as of the date of death, and
) an amount equal to the fair market value
nfm.mn- uch sccount on such date shall
be includible if such person s not the estate of
such holder, in such person's gross income for the
m.hhyﬂrwhi:hm:}udum:hdate.wifnﬁ
peraon is the estate of such holder, in such
mumuﬁwﬂw last taxable year of

EE

grmu'
under clause (i} by pnl-l:—n{nﬂlurlhinﬂlt
estata) shall be reduced by the amount of qualified
ical incurred b

"dl]} DEDUCTION FOR ESTATE TAXES.—An
te deduction shall be allpwed under see-
WJmMmm{uﬂiﬂrﬁmmﬂdﬂdﬂl

ecedent’s spouse) with respect to amounts
m:bud-dmmmhnm under clause (i) by such

]Gm—nrmwuﬁmummmulnuumdmymhh
n calendar :.rurlﬂ.nrlm esch dollar amoant
gmha:hm{:xﬂ}lﬂu]lhammud anl.muruntaqu.alt-u-—-
*(1) such dollar amount, multiplied by
%2} the cost-of-living ent determined under section
13} for the calendar yenr in wl'unhmnhuuhh '_u'mbamnn
by substitutin w 1997 for ‘calendar year 1982
in subparagraph (B)
It increasn under the preceding sentence 18 not a multiple
ﬁ,m:ﬁ increase shall be rounded to the nearest multiple

14
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“h) REPORTS.—The may require the trustee of
medical savings account to m such regarding such
account to the Secretary and to the holder with
to contributions, distributions, an-]-ﬂﬂm:h other m‘m‘nuﬁ s
retary duhrmmn mie, reparts required by
ﬂmnuﬁhalll:-aﬁindn such time and in such manner and furnished
to such individuals st such time and in such manner as may
b by the Secretary.

i) UHI‘I"ATIUH oM NUMBER OF TAXPAYERS Having MEDICAL
BAVINGE ACCOUNTS. —

“1) IN GENERAL—Except as provided in pl-'l':l.l'l'l-;lh (B),

no individual shall be treated as an eligible individual for
l.n;rtu:ubla- BAF after the cut-off year unless—
wiwch ual was an active MSA
fur-:g;huhluyurmdmim#m!ﬂﬂ of the

"fmimnhhl?ﬂﬁﬂdull ﬁﬁ“ﬂmﬂ an unm-a HBA.
pant a B VEAT n
rmufmwmdnrnhgﬂt dadurhblu hnl plun
of an MSA-—p umph}ﬁ:
“2) currnrr yvEaR—For purposes of paragraph (1), the
term ‘cut-off year' means thl m}:l.ﬂ‘ of—

" A) calendar year
‘:'Bﬁthiﬁmmmyurhﬂrmmﬁ:rwhhhﬂ!
Secretary determines under subsection (j} that the numeri-
eal limitation for such year has been exceaded.
'{31 ACTIVE MEA PARTICIPANT.—For purposes of this sub-

'ul.,:l mmm.—ﬁnhrm ‘active MSA partici
means, with respect to any ar,
wbniithammthuldarnfunjmoﬂll lﬁllllnmt
into which any contribution was which was exelud-
able from gross income under mﬁm '1i_'l5[h}| or allowable
a8 a deduction under this section, for such taxable year.

“(B) SPECIAL RULE FOR CUT-OFF YEARS BEFORE 2000.—
In the case of & cut-off year before 2000—

*{i) an individual shall not be treated as an eligible
hnd:ndualfn'lnjrmm!hufmch or an active
E;?npmtm 16A) unless such
indivi is, on or cut-off date, covered
under a high deductible health plan, and
"{n}lnum uhallimtb:hrﬂhdumﬂﬂﬁr
unless employer, on or
o T gy o B ol P
deductible health plan to any employee.

Eﬂéi—nm DATE.—For purposes of subpara-

graph {

“(i} IN GENERAL.—Except as otherwise

Ilrlar l-nhuluhtl Iment period for health

r occurs during the last 3
m-:-nl‘l‘ulnl'lht vear, the cut-off date is December
31 of the cut-off

15
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“{iii}) SELF-EMPLOYED INDIVIDUALS,—In the case of
an individual described in subclavuse (11} of subsection
(eN1NANiE), the cut-off date is November 1 of the cut-
off ]

TE;';] SPECIAL RULES FOR 1897.—Il 1887 is a cut-
off year by reason of subsection (jY1KAM—
1) each of the cut-off dates under clauses
{i} and (iii} shall be 1 month earlier than the
date determined without regard to this clause, and
“(I[} clause (i) shall be applied by substituting
'4 months' for ‘3 months’,

"(4) MEA-PARTICIPATING EMPLOVER.—For pu?u-wu of this
luh:ﬂeﬂ;iun. the tru_nn ‘MSA-participating employer’ means any
amall & i

y S0k vy bt by e
ch account ANy Bm L+

VEAr O ANy ing calendar year which was excludable

fmm_ﬁnuinmm er section 106(b}, or

) ot lemst 20 percent of the employees of such
emplover who are eligible individusls for any month of
the eut-off year by reason of coverage under a high deduct-
ible health plan of such emplayer each made & contribution
of at least $100 to their medical savings accounts for any
mhhjmruudinga:iﬂl or within the cut-off year which
was allowable as a deduction under this section.

“(5) ADDITIONAL ELIGIBILITY AFTER CUT-OFF YEAR—If the
Becretary determines under subssction (HZHA) that the
numerical limit for the calendar year m“umaglad—m“mnﬂ yoar
described in plrln'nﬂ (2B} has not been

“[A) this au shall not apply to any otherwise
eligible individual who is covered ulrﬂuar o high deductible
health plan during the first 8 months of the second calendar
year following the cut-off year (and such individual shall
be treated as an active MSA participant for purposes of
this subsection if a contribution is made to any medical
savi necount with respect to such coverage), and

} any employer who offers coverage under a high
deductible health plan to any employee during such 8-
month period lhlﬁ be treated as an MSA-participating
employer for purfa.lu of this subsection if the requirements
of paragraph (4] are met with respect to such coverage.

of this paragraph, subsection (jH2ZNWA} shall be
ied for 1998 by substituting “750,000" for 600, 0:00°.
“j) DETERMINATION OF WHETHER NUMERICAL LiMITS ARE

D

“(1) DETERMINATION OF WHETHER LIMIT EXCEEDED FOR
1ma'l"ha nmnariuulrzqiniuﬂnﬂ for 1887 is Ematﬁzad if, tllmnat:_
on reports megqui under ph (4], numbear o
medical savings accounts muﬂim:}f—

" A} April 30, 1997, excends 375,000, or

*{B) June 30, 1987, exceeds 525,000,

2] DETERMINATION OF WHETHER LIMIT EXCEEDED POR 1808
O 1899, —

A) IN GENERAL—The numerical limitation for 1988

or 1999 is excecded if the sum of—

Far
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"tij'n?fmm fr tulhhmwmﬂng
April vear for YEAFE
with or within the calendar year, plus
*ii}) the eatimate | on the
basis of the returns described in clause (i) of the
number of MSA returna for such taxable years which
ﬂ%mﬁﬂmmm& of 1999). For
EABE . Purpses
of the ing sentence, the term MS5A return” means
any return on idsmgruﬂumudumadmdurmum
lﬁhlmmdﬂdﬂ:ﬁmm:llﬁﬂiﬂuﬁdﬂrﬂlm
B ALTERMATIVE COMPUTATION OF LIMITATION.—The
numerical limitation for 1998 or 1899 is also exceeded
if the sum of—
i} 80 tuftheu-umd.etarminndundur
(A) for such calendar year, plos
“(ii) the product of 2.6 and the number of medical
H#‘h:ﬂmnumhlil}mdd thapurhmui'nnh

ﬁn‘ pﬂrmwh l}‘.l fior t.lmhla years heg;mnm]' in
EI.'I.dIIEI!
exceeds 7

(3} F'immmm.r UNINSURED [NDIVIDUALS NOT [NCLUDED
IN DETERMINATION.—

“(A) IN GENERAL.—The determination of whether an g
calendar year is a cut-off year shall be made by mt.mu.u
ing the medical savings account of any previously unin
spured individual.

“(B) PREVIOUSLY UNINSURED INDIVIDUAL.—For pur-
poses of this subsection, the term uninsured
individual' means, with reapect to any BAVINEE
account, any individual who had no health p].ln
{other than coverage referred to in subsection (cX1NB))
&tlnyhmﬂdu:mgthlﬁ-munﬂi period before the date
such individual's coverage under the high deductible health

lan commences.
4] RBEPORTING BY MEA TRUSTEES —

“(A) IN OGENERAL—Mot later than August 1 of 1997
1898, and 1999, each who is the trustee of & medical
uwnn account uum before July 1 of such calendar

vear shall make a to the Becre (im such form
andnunn-uruthu ahall ify) which speci-
fiea—
hh;ﬂthanum;r:nfmaﬂ.ul accounts estab-
before mu 1 (for taxable beginning
mm:hmlmdary:::bﬂufwhmhmm is the
trustos,
."{ii}thanlmaandT[anthBﬂmﬂunthﬂH!lrbr
each such account, and

*iii) the number of such accounts which are
acepunts of previously uninaured individuals.

“{B) ADDITIONAL EEPORT FOR 1807.—Not later than
June 1, 1997, each wha is the trustee of a8 medical
nn Account osta ished before May 1, 1897, lhnllmm

itional report deacribed in su (A) buot

n;.g;mﬂlmpmttnmmunhmhhhnd May 1,
1947,
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“{C} PENALTY FOR FAILURE TO FILE REPORT.—The pen-
alty Praﬂd.ad in section H-E'EEE&J lhﬂ]l Ip]ﬂ:f to any report

required mgraph
_Im such section shall E pphn-d by substituting

| S S—

the maximum penalty im on any

shnll not excesd 35,000,

D) AGGREGATION OF ACCOUNTS.—To the extent prac-
ticable, in da’mrmmm& the number of rnudiul
accounts on the basis of the reports under th
all medical savinge mccounts of an hﬂlﬂdu
treated ns 1 account and all accounts of mliu"l:lulll whu
are married to each other shall be treated as 1 mccount.
(5] DATE OF MAKING DETERMINATIONS, —Any determination

under this subsection that a ealendar is a cut-off year

ghall be made by the Secretary snd shall be published not

later than Oetober 1 of such year.”.

(b} DEDUCTION ALLOWED WHETHER OR NOT INDIVIDUAL
Itesmizes OTHER DEDUCTIONS. —Subsection (a) of section 62 is
nmmﬁdnﬂ by inserting after paragraph {15) the following new para-

#168) MEDICAL SAVIMNGS ACCOUNTS.—The deduction allowed
by section 2207,
(2] ExcuvsioNs POR EMPLOYER CONTRIBUTIONS TO0 MEDICAL
BAVINGS ACCOUNTS, — :
(1) EXCLUSION FROM INCOME TAX—The text of section 106
(relating to contributions by employer to accident and health
lane) is amended to read na follows:
n}GmEm.z—E:mntuuﬂ:miua provided in this sec-
tion, gross income of an em does not include employer-pro-
vided coverage under an or health
“h) CoNTRIBUTIONS TO MEDICAL SaviNGs ACCOUNTS —
*1) In OENERAL—In the case of an employee whe is an
eligible individusl, amounts contributed by such

uhﬁlh::rbu::i’ :Hair:p}l aEVings adt:;uut. af such "“::%

expenses under an plan to n'henl: guch
m:r:mt: do not exceed the 'Ilmiuﬂm under section Z20(h)1)
(determined without regard to this subsection} which is
applicable to such employes for such taxable year
N i s B . _H'inm s
n the Eross inodme B

the employes may choose hut'i'r-a-anl1.III.:hrﬂ‘rlanmu5mt|1h11-';|,§l:11.|"?r referred
to in paragraph (1} and employer contributions to another
hﬂlt.h?lunnf employer.
SPECIAL RULE FOR DEDUCTION OF mmwwﬂmnu-
TIONS.—Any employer contribution to & medical savings
WECTOLR ifnth.unrhaaﬂ:uwuhleundadjutmnundﬂtﬂu:hn
tar, be allowed only for the taxable year in which pmg:

“{4) EMPLOYER MEA CONTRIBUTIONS REQUIRED TO BE SHOWHN
mmm—hmmﬂiwidmmuhﬂtnﬂhtntumundﬂ
section 6012 for the taxable year shall include on such return
the aggregate amount contributed by employers to the madical

savings accounts of such individual or such individual's spouss

ﬁuluehmnhhrw

“(6) MSA CONTRIBUTIONS NOT PART OF COBRA COVERAGE.—
Paragraph (1) ghall not apply for purposes of section 45808.
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“(6) DEFmMITIONS.—For purposes of this subsection, the
terms ‘eligible individual' and ‘medical savings account’ have
the mrchﬂ meanings given to such terms by section 220,

" 7T) CROSS REFERENCE —

nalty on fallure ployer to maks comparabls son.
H-:Euﬂhmmhﬂ :rﬂnr sccounts of comparable employ-
B, B AER0E.".

(2} EXCLUSTON FROM EMPLOYMENT TAXES.—

{A) RAILROAD RETTREMENT TAX.—Subsection (e) of sec-
nnnaﬂaluﬁmmdadh;radﬁngutﬂumﬂﬂufnﬂum
W '

"ﬁlﬂ}“ﬂmﬂw CAL SAVINGS ACCOUNT CONTRIBUTIONS.—The
term mmm:uﬂnn ghall not inclode payment made to
or for the ﬁtufmmplguﬂltﬂ‘w me of guch lnt
it is reasonable to believe that the employes will be a
exchude such payment from income under section lﬂﬂ'h}‘

(B} EMPLOYMENT TAX—Subsection (b} of section

3308 18 amended by & “or” at the end of pa h

(15), by striking the period at the end nl'pa.r
and inserting “; nr" nnd Is{. inserting after paragraph {1E]
the following unr

1171 payment m to or for the benefit of an employes
if at ﬂnag! of such payment it is reasonable to believe
that the mwﬂhuﬂahndud&lﬂﬂmﬂlﬁm
ineome under section 106(h)1.".

(C) WITHHOLDING TM.-Eubu:ﬁm (a) of eection 3401

ilt amendad b “mr" at end of (18
tftaparmd‘utﬂﬂmd of paragr E'[gg}

|m¢rur|.g : pr”, and by inserting after paragraph {200 the

fﬂﬂmgmwﬁh

“(21) any payment made to or for the benefit of an employee
|fatthahmanfmhpl3mmtltilrumlhhtﬂhﬂlm
that the employes will be able to exclude such payment from
income under section 106(b)."

E]E-E;nﬁmt } of section G051 Llﬂ.mand:lsbj e
w-g. a

“und® at the s of ), by siriking the cariod i
the end of p 10} and *, and”, and by inserting

{10} the following new paragraph:
'Jll]- the amount nnnhihnlftad to many medical savings

account (ns defined in section 220(d)} of such employee or
such employee's spowse
i4) aL'rr FOR PAILURE OF EMPLOVER TO MAKE COM-
PARARLE MSA CONTRIBLUTIONS
(A) In Em—ﬂhlpt&r 43 is amended by adding
after section 4980D the following new section:

“SEC. 4800E FATLURE OF EMPLOYER TO MAEE COMPARABLE
MEDICAL SAVINGA ACCOUNT CONTRIBUTIONS.

"{a) GENERAL RULE, I'.nummanfmmp who makes

a contribution to the medical savin m::y&haw
with to covernge under a h:g drduc‘l:ibl& he
the em during a calendar . there is

B tax on failure of such emp tnmeetthnrequ.u'ammtl
of subsection {d) for such calendar year.

*(b) AmMount OF Tax—The amount of the tax imposed by
subsection {a) on any failure for any calendar year is the amount
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al to 35 percent of the aggregate amount contributed the
I e
oan with or AU YEar
T R R s
iz due to reascnable cause not Lo
may waive part or sll of the tax imposed by subsection (a) to
the extent that the payment of such tax would axcessive relative
to the failure involved.,
*d) EMPLOYER REQUIRED To MAxe CoMPARaBLE MEA Cox-
TRIELTIONS FOR ALL PARTICIPATING EMPLOYEES. —

1} IN GENERAL.—An employer meets the requirements
of this subsection for any calendar year if the em hmrnllwl
ERchis of ol CUaTily paripating APy fie
acopunts COMPAT e
murﬂ%ﬁgﬁﬂnﬂ during such calendar year,

A I amicnaL. P, parpesa of h (1), the

GEMERAL.—For purposes of paragra
term ‘cumFlru!:L& eantributions” means m-l'll:!'lhlltl-'l[::ml—
"1} which are the same amount, or
“(i1) which are the same percen of the annual
deductible limit under the high deductible health plan
covering the emplovees.
‘I‘IB} ﬁm p]umu?mu;[n the mFe- nfl an

2 who is employed employer for only a

ork Dﬂ:f the calendar vear, nrmnmhunmpl Jll;n the medical

mmﬁmuuntufumh oyee shall be treated as com-
parable if it is an amount which bears the same ratio
to the comparable amount (determined without regard to
this subparagraph) as such portion bears to the entire
calendar year,

" 3) COMPARABLE PARTICIPATING EMPLOYEES.—For PUrposes
of paragraph (1}, the term ‘comparable participating employees
means all employees—

A} who are eligible individuals covered under any
high deductible health plan of the umpl-njrﬁr and
*{B) who have the same category of coverage.
For purposes of subparagraph (B), the categories of coverage
are self-only and family coverage.
i oF (RBAL - Paragraph (3) ahall ba apptied
“LA) IN GENERAL.—Para (38 a
rnt-alj.r with reapect to part-time empluyeanppand E:r

am ﬁ_ﬁaau
PO tﬁfl;mlﬂul: BHH.D'I"BE;.—-—FM purposes of lﬂhpﬂ.]."l
Em
nmplnyu who is customarily nmphwmwar tlun 3

Ure e

) Eumﬁj..'frt.m I]nnL:IPE —For purposes of this section, all

ons treated as a single empl under subsection (b), (c),
m}, or (o) of section 414 shall be treated as 1 employer.

“If) DEFINITIONS.—Terms used in this section which are also
ueed in section 220 have the respective meanings given such terms
in section 220.”,

{B) CLERICAL nmnun-rr —The table of sections for
chapter 43 is amended by adding after the item relating
to section 49800 the following new item:

“Spc. 4880E. Failure of emplover to make comparahls medical ssvings sceount con-
tributions”
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{d) MEDICAL SAVINGS ACCOUNT CONTRIBUTIONS NOT AVAILARLE
UxnER CAFETERIA PLANS.—Subsection () of section 125 of such
Code is amended %‘mﬂm‘hﬂi “106{b)," before “117", i

(e Tax oN Excess CONTRIBUTIONS.—Section 4873 (relating
fo tei on excess contributions to individual retirement accounts,
cartain section 403(b) contracts, and certain individual retirement
annuities) 18 amended—

Ty e gt M e

YACCOUNTS," & he sae an,

tﬂbﬁimikmg*nr’ltthﬂmdnfpumphillnfluh-
section (al,

i3 redesignating par h (2) of subsection (a) s
purl.g:m:g (1] mﬂ_‘r imrﬂum paragraph (1) the follow-
ng-

“(2) a medical spvings account (within the meaning of sec-
tion 2200d)), ar", and i ;

i4) by adding at the end the following new subsection:

“td} ExcEss CONTRIBUTIONS TO MEDICAL SAVINGS ACCOUNTS.—
For of this section, in the case of medical savings acoounts
[within the mesning of section 220(d)), the term 'excess contribu-
tions' means the sum of—

=1} the amount contributed for the taxahle

to the accounts (other than rollover contributions

in section 220(5)) which is neither excludable from gross

income under section 106(b) nor allowable as a deduction under

section 220 for such year, and )
“(%) the amount determined under this subsection for the
preceding taxable year, reduced by the sum of —
1 the distributions out of the accounts which were
included in gross income under section 220(MM2), and
“(B) the excess (if any) af— i
i) the maximum amount allowable as n deduction
under section 220(b)1) (determined without regard to

gection, 10E(b)) for the taxable year, over
“ii) the amount contributed to the acecounts for

the taxable year.
For purposes of this subsection, any contribution which is distrib-
uted out of the medical i account in & distribution to which

“ﬂdi.m 220(f{3) applies shall be treated as an amount not contrib-
uted.”.
() TAX ON PROHIBITED TRANBACTIONS — )
(1) SBection 4976 (relating to tax on prohibited transactions)
is amended by adding at the end of subsection (c) the following

nwﬂ?uaﬁh.
4) AL RULE FOR MEDICAL SAVINGS ACCOUNTS.—AR
individual for whose benefit a medical mv:ﬁs' account (within
the meaning of section 220(d)) is established shall be exempt
from the tax imposed by this section with respect to any trans-
action concerning such account (which would otherwise be tax-
able under this section) if, with respect to such transaction,
the account ceases to be a medical account by reason
of the application of section 220{eX2) to such account.”

(2 ph (1) of section 4875(e) iz amended to read
as follows:

“(1) PLAN.—For purposes of this section, the term ‘plan’
ERNLE—
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"A) a trust described im section 401(a) which forms
a part of a plan, or a plan described in section 403(a),
whiuhhmtwrflhnhmmm&mmm“m:rnﬁmh].

ik individual retirement account described in sec-
tson

() an individual retirement annuity described in sec-
tion 40B{bB),

:Iﬂ,'l] # medical savings account described in section
220id), or

qE) lan, account, which, at an
mn D e

in any ing subpar h of this paragraph.™

g me“m% oN MEDICAL SAVINGS
{1} Subsection (a) of section 6693 (relating to failure to
de

on individual retirement accounts or annuities)
IS mIen to read as follows:

“la) y—

1) IN GENERAL—If a person uired to file a report
under a provision referred Ei‘ﬂ. parﬁgmph (2) fails to file
such report at the time ﬂlh the rna.unﬁ:; tﬂgd'g:.r m.ﬂ

ion, such person re
ur:::.:lnl:n itmahnw:th.ntglﬁhlfamudmtﬂmlhlt

“9) PROVISIONS —The provisions referred to in this para-

graph are—
“(A) subeections (i) and (1) of section 408 {relating
to individual rrurm'lrmtglmi and
%B) section 220(h} (relsting to medieal savings
mecounts),”,

(h) Exceprrion FroM CAPITALIZATION OF PoOLIOY ACQUISITION
ExpENsES.—Subparagraph (B) of section 848(e)(1) {defining speci-
fied insurance contract) is amended by striking “and” at end
of clause (i), by striking the period at the end of clause (il
and inserting *, and”, and by adding ot the end the following

mew clause:
*ivl sny contract which is a medical savings
account (as im sectiom 220(d)).",

(i) CLERICAL AMENDMENT.—The table of sections for VIl
of subchapter B of ter 1 is amended by sinking last
item and inserting the following:
=S, T20. Mad savings acoounts
e F21. Em-mriﬁrm.'.

{j) EFFECTIVE DATE.—The amendments made this section
shall npﬁ to taxable years beginning after December 31, 1896,

k) Mo OF PARTICIPATION IN MEDICAL SAVINGS
ACCOUNTS.—The of the Treasury or his de te shall—
(1} during 1987, 1998, 1999, and 2000, regularly evaluate

the number of individuals who are mainmnn:ﬁemaﬂiﬂl savings
aeeounts and the reduction in revenues to United States
by reason of puch accounts, and
(2) provide such reports of such evaluatione to Congress
a8 such determines mpﬂaﬁ.

{1} STUDY OF OF CAL SBAvINGS ACCOUNTE ON
Smary GroUP MARKET —The Eumpt.rnllur General of the United
States shall enter into a contract with an organization with exper-
tise in health sconomics, health insurance markets, and actuarial
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science to conduct & comprehensive study regarding the effects
of medical savings accounts in the small group market on—
(1} selection, incl adverse pelection,
(2} health costs, ing any impact on premiums of
individuals with :m'nprehmliva EOVETADE,
(3} use of preventive care,
15) Gt nospe of coue of high deductible pl rchased
{5} the scope of coverage i uctible plans pu
in conjunction with such accounts, and
{6} other relevant items.
A rt on the results of the study eonducted under thie subsection Heporia,
hall be submitted to the Congress no later than January 1, 1999,

Subtitle B—Increase in Deduction for
Health Insurance Costs of Self-Employed
Individuals

BEC. 311. INCREASE IN DEDUCTION FOR HEALTH INSURANCE COSTS
OF SELF-EMPLOYED INDIVIDLALS.

in) I8 GENERAL —Paragraph (1) of section 162(1) is amended
to read as follows:
1) ALLOWANCE OF DEDUCTION, —

“TA} INn GENERAL.~In the case of an individual who
is an em within the meaning of section 401(eK1],
thare haaﬂuwudalndﬂdu:hnnu.uderthum
an amount equal to the applicable percentage of the amount
paid during .the taxable wear for insurance which con-
;htuh!dnmmudlml care for the taxpayer, his spouse, and

@ s,
I,lE'I{BZI AFPLICABLE PERCENTAGE.—For af

subparagraph (A}, the icable percen all be deter-
mined under the M]Mﬁ;ﬂla: na

“For taxable years beginaisg The applicable percontage ls—

" 1887 40 peroent
I9PE thoough BT ... e st s rmsia s s . 45 peroent
DO e e 4 B0 peroant
o T e s AU P % A0 peroant
L T 5 70 pereent
2006 o Uharmafler o B percent.”.

(b) EXCLUSION FOR AMOUNTS RECEIVED UNDER CERTAIN SELP-
InsURED PLANS —FParagraph (3) of section 104(a) is amended by

inserting “(or an arrangement having the effect of accident
or health insurance aﬂer “health insurance™,

{c} EFFECTIVE DATE.—The umnﬂmnnu made this section 26 USC 104 note.
ghall apply to taxable years beginning after 31, 1896,

23



PUBLIC LAW 104-191—AUG, 21, 1996

Subtitle C—Long-Term Care Services and
Contracts

PART I—GENERAL PROVISIONS

BEC. 321, TREATMENT OF LONG-TERM CARE INEURANCE,

ia) GENERAL RULE.—Chapter 79 (relating to definitions) is
amended by inserting after section TT02A the following new section:

“SEC. TT0ZH. TREATMENT OF QUALIFIED LOMNG-TERM CARE INBUR.
ANCE.

“la) IN GENERAL. —For purposes of this titla—
“(1) a gualified long-term care insurance contract shall
a8 an gccident and health insurance contract,

“(2) amounts (other than pu]:l?'hn]dar diuldznd-, as defined
in section 808, or premium refu received under a ified
lomg-term care insurance contract shall be treated as amounts
received for personal injuries and sickness and shall be treated
as reimbursement for nses actually incurred for medical
care (as defined in section 213(d)),

“(3) any plan of an employer provi coverage under

a qualified long-term care mm.u'nnce cOn ahall be treated
ad an accident and health plan with respect to such eoverage,

*(4) except ms provided in subsection (el3), amounts paid
for a gqualified | term care insurance contract providing the
benefits descri in subgection (b¥2KA) shall be trested as

ents made for insurance for purposes of  section
1HdN 1D, and

“6} a qualified long-term care insurance contract shall
be treated as a guarantecd renswable contract subject to the
rules of section 816{e).

“b) QUALIFIED LOMNG-TERM CARE INsURARCE ConTRACT —For
rposes of this title—

“(1) IN GENERAL —The term ‘qualified In}q-lﬂm eRre insur-
ance contract’ means any insurance contract

“(A) the only insurance on provided under such
contract is coverage of qu long-term care services,
“(B) such contract does not pay or reimburse expenses
incurred for services or items to the extent that such
axpenees are reimburaahle under title XVIID af the Social
Security ﬁ-:t or would be so reimbursable but for the
of & dadnr:hhla or colnaurance amount,

“iC) such contract is guaranteed renewable,

"1} such contract does not provide for a cagh surrender
value or other money that can be—

] *i} paid, assigned, or pledged ss collaternl for a

oan, or

“ii) barrowed,

ﬂfﬁf__:r] than a8 provided in subparagraph (E) or paragraph

“(E) all refunds of premiums, and all policyholder divi-
dends or similar amounts, under such contract are to be
applied a8 a reduction in future premiums or to increase
future benefits, and

“F} such contract meets the requirements of subsection

(gL

24



PUBLIC LAW 104-191—AUG. 21, 1996

“2) SPECIAL RULES.—
“(A) PER DIEM, ETC. PAYMENTS PERMITTED —A contract
shall not fail to be described in subparagraph (A} or (B)

of p {1} by reason of payments being made on
B per mﬂ:r nth?r riodic basis without regard to the

inmrmdduﬁﬂl.hﬂpeﬂndtuﬁ:i:h the payments
relate,

“(B) SPECIAL RULES RELATING TO MEDICARE —

"(i} Par h (1KE} shall mtﬁﬁ‘hﬂﬂ]ﬂm
which mhr:t Ihur!lahl!l under title of the Social
Secur omly as a pecondary T.

‘i:igNu Mimdhwmhmﬂuﬂm
applied 0 as to prohibit the offering of a qualified
long-term care insurmnce contract on the basis that
the contract coordinates its benefits with those pro-
vided under such title.

“/C) REFUNDS OF PREMIUMS.—Paragraph (1XE) shall
not apply to any refund on the death of ingured, or
on A complete surrender or cancellation of the contract,
which eannot execeed the aggregate juma paid under
the contract. Any refund on a com surrender or can-
eellation of the contract shall be includible in gross income
to the extent that any deduction or exclusion was allowable
with respact to the premiums.

“le) QUALIFIED LONG- CARE SERvICES—For purposes of

this saction—

*(1) IN GENERAL—The term ‘qualified long-term

CHTE
services' means necessary disgnostic tiva, tharlpaﬁ
euring, treating, mitigating, and ilitative eervices,
maintenance or personal care services, which—
“{A) are required by a chronically ill individual, and
“(B) are provided pursuant to a plan of care prescribed
by a licensed health care practitioner.
21 CHRONICALLY ILL INDIVIDUIAL,—
“A) IN GENERAL —The term ‘chronically ill individual®
means any individual who has been certified by a licensed
D oaca unabie 3o periorm (without subsbatlal
i un
D e e i 2 "0 Gaye
mi n of at least 90
to a loas of functional i

capacity,
“(ii} having a level of disability similar {as deter-
mined under regulations prescribed by the

in consultation with the Sec of Health and
Human Services) to the level of disability described
in clouse (i), or

"{iii} requiring substantial supervision to protect
guch individual from threats to health and safety due
to severe itive impai .
Such term shall not include any individual otherwise meet-
ing the requirements of the preceding sentence unless
within the preceding 12-month period a licensed health
care practitioner has certified that such individual meets
such requirements.
“B) ACTIVITIES OF DAILY LIviNg.—For purposes of
Mﬂphih}. pach of the following is an activity of
iving:
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“(i) Enting.
e

“( BITING.
“liv) Bathing.

“{w) Dressing.
Sivi) Continence.

A contract shall not be treated as a qualified long-term

care insurance contract unless the determination of

an individual is a chronically i1l individual takes
into account at least 5 of such activities.

“(3) MAINTENMANCE OR PERSONAL CARE SERVICES. —The term
‘maintenance or prwmhr:ﬂ Eﬂ.tli‘e Barvices’ rgrum care the

imary purpose of which is the provision pagiatance
ﬁﬂl any of the disabilities as a result of which the individual
i a chroni ill individual (including the protection from
ﬂu-aa.;r,s to health and safety due to severe cognitive impair-
ment ).

“4) LICENSED HEALTH CARE PRACTITIONER—The term
ticensed health care practitioner’ means any physician (as
defined in section 1861(rM1) of the Social Security Act) and
any registered professional nurse, licensed social worker, or
ather individual who meets such requirements as may be pre-
scribed by the Secretary,

"d) ACCRECATE PAYMENTS [N EXCESS OF LIMITE —

i e bl i g period

perindic payments receiv or any

under all qualified long-term care insurance contracts

which are treated as made for qualified long-term care

services for an insured, and
“B) the periodic payments received for such period
which are treated under section 101(g) as paid by reason
of the death of such insured,
excoeds the per diem limitation for such period, such excess
ghall be includible in gross income without regard to section
T2 A Ilhﬂlunthatlkunintnmntundarnm
graph (B} if the insured is a terminally ill individual (as
in Hﬂﬁ?‘ﬂpéﬂﬂﬂﬂ at the tima the tia rﬁl:!f;ved iy
R DIEM LIMITATION.—For paragrap
mmmmﬁﬂmﬁmmrwmm mmount
to the excess (if any) of—
“(A) the greater of—
“i) the dollar amount in effect for such period
under paragraph (4}, or
“i1) the costs incurred for qualified long-term care
services provided for the insured for such period, over
“(B) the aggregate payments received as reimburse-
ments {through insurance or u’tharmuﬂlﬁurmﬁuﬂiﬂﬂd
urqiuiﬂm services provided for the i during suc

E&I? AGOREGATION RULES —For purposes of this sub-
=A) all receiving periodic payments described

in pﬂltl} with respect to the same insured shall
peran

hie ted as n, and
“B) the diem limitation determined nmlm'lfam-
graph {2} be allseated first to the insured and any

remaining limitation shall be allocated among the other
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such persons in such manner as the Secretary shall pre-

scribe.

"4) DOLLAR AMOUNT.—The dollar amount in effect under
this subsection shall be ll'i’ﬁpardu;.rl:wﬂmaqmllmtmmt
in the case of payments on ancther periodic basais).

"B} INFLATION ADJUSTMENT.—In the case of a calendar
year after 1997, the dollar amount contained in par
(4) shall be increased at the same time and in the same manner
B8 amounts are increased pursuant to section 213(dX10).

s s bl o e g p;mm::h.mu '
e payment’ means ant (w on
a perigdic bagis or otherwisae) mad‘:'fmthnut regard to the
extent of the costs incurred by the payee for qualified long-
term care servicns.
-liJTHEﬁTHEHTﬂPMPHHﬂDEDAHPEHWiL“
[NSURANCE CONTRACT —Except as otherwise provided in
by the Secretary, in the case of an any | LEFM EAFS
INSUTANCE COvVE (whether or not qualified) by a rider
OO OF A3 ]in!' a life insurance contract— oly as if the
N GENERAL. —This section ahall s Fl'l:llﬁ{lIl.
of the contract providing such coverage |:Fa Be
“[2) AFFLICATION OF 7702 —Section TT02(eN2) {rﬂnﬂm to
guideline premium limitation) shall be applied by increasing
the E'IJidEHM premium limitation with respect to & life insur-
ance contract, a6 of any date—

“(A) by the sum of any charges (but not L
Elrmantu] the lifie imurlm:u contract's BUITEN-
value (within the of section TTORM2KAY for
puch coverage made to th ate under the con lesa

“[B) any such cha the imposition of which
premiume paid fma contraet (within the meaning

of section T7 11,

3} APPLICATION OF SECTION 2i3.—No deduction shall be
allowed under section 213(a) for charges against the life insur-
ance contract's cash surrender value described in
{2}, unless such cherges are includible in income as a result
of the application of section 72(e) 10} and the rider is a qualified
losig-term care insurance contract unduiuhﬂtr.im (b}

“(4) PORTION DEFINED—For purposes of this subsection,
the term 'portion’ means only the terms and benefits under
n life insurance contract that are in addition to the terms
and benefits under the contract without regard to long-term
cAre iNEUFANGE COVEFage
() TREATMENT OF l:m'rm STATE-MAINTAINED PLANS, —

N o ndividual tage

A ual receives cov for qualified long-

torm care services under a State | Emplanw
“(B) the terms of such plan d satiafy the require-
ments of subsection (b} were such plan an insurance con-

tract,
auch plm shall be treated as a qualified long-term care insur-
mmﬂﬁ?g:fﬁfmmlﬂth & title. - it
LOMG-TERM CABE PLAN.—For purposes iR~
graph (1), the term 'State long-term care E-Lan' Mesns any

“(A)} which is established and maintained by a State
or an instrumentality of n State,
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*(B) which pmndu covernge only for qualified long-

Iﬂl'lﬂﬂﬂm.

'tﬂ'!undu‘whlthm:hmmph;im'ihdmlym—

i) em

{or any political subdivislon or m.u.t.mmantl.'litr of o
“{il}theupuuuuuf d
“'Iim}mdmullubnrlg l to such
employees or is n any of

{nmlghiﬂ}ufmﬂm I.EEM" )
{b) Reserve METHOD.—Clause (iif) of section BOT(dN3WA) is
amended by inperting “(other than a qualifisd -term care insur-
ance contract, ns defined in section TT02B(b))" after “insurance
contract”.
{c) LonG-TERM CARE INSURANCE Not PERMITTED UNDER CAFE-
TERLA PLANS OR FLEXIBELE BPENDING ARRANGEMENTS.—

(1) CAFETERLA PLANS.—Section 12500 is amended
at the end the following new sentence: “Buch term shall not
include any product which is advertised, marketed, or offered
a8 long-term care insurance,”.

{ FLEXIBLE SPENDING ABRANCEMENTS —Section 106
{relating to contributions by -ngmr to accident and health
plana), as amended by section 301(c), is amended by wdding
at the end the new subsection:

“g) INCLUBION OF Texm Cape BENEFITE PROVIDED
THROUCH FLEXELE SPENDING ARRANGEMENTS. —

"1} Iy cEMERAL. —Effective on and after January 1, 1897,
groes income of an employee shall include employer- i
coverage for gqualifisd term care sorvices (ma in
section TT02B(c)) to the extent that such coverage is provided
through a flexible apending or similar arrangement.

“(2) FLEXIBLE SPENDING ARRANGEMENT —For purposes of
this subsection, a Mexible spending mnﬁ:mont is a I:-m:I'Il
prﬂ?rnm which provides employees with coverage under
which—

A} specified incurred may be reimbursed

(subject to reimbursement maximuma and sther reasonable

conditions), and

“(B) the maximum amount of reimbursement which

is reasonably available to a participant for such coverage

is leas than 500 percent of the value of such coverage.

In the esse of an insured plan, the maximum amount reason-
ahlf available shall be determined on the basis of the underly-

n{dfl:mmm'rmu CovERAGE RULES NoT T'o APPLY.—
{1} ph (2) of section 4880B(g) is amended by adding
ok Bmoebs gt oA st g
2] ] Br W
- ) (as defined

in for ofg-lerm care services | in saction
TTO2B(e)).”
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{e) CLERICAL AMENDMENT.—The table of sections for
79 is amended by inserting after the item relating to section 7
the following new item:
“Zgc. TT02H, Treatment of qualified loag-term core insursnce ®,

{f) EFFECTIVE DATES, —

{A) IN CENERAL,— t as provided in w::hp:ﬂamph
(B], the ammdmmum by this section apply
to contracts issued after December 31, 1586,
(B) REgeRvE METHOD. —The amendment made by sub-
Ewh} shall apply to contracts issued after December
{2) CONTINUATION OF EXISTING POLICIES—In the case of
any contract issued before Januvary 1, 1997, which met the
long-term care insurance requirements of the State in which
the contract was sitused at time the contract was issued—
MJm:hmtmtuhnﬂhmhdmudtha
Internal Revenue Code of 1986 as a quali I%ﬁm
care insurance contract (as defined in seckion 2B(h)
of such Code), and
{B) services provided under, or reimbursed by, such
contract shall be treated for such purposes as qu
]m-urm care services (as deflned in section T702B(c) of
guch Code),
In the case of an individual who is covered on December 31,
1598, under a Stats -term care plan (as defined in section
TTOZBIKZ) of much gl, the terms of such on such
date shall be treated for purposes of the ing sentence
as a contract issued on such date which met the long-term
care insurance requirements of such State.
(3) EXCHANGES OF EXISTING POLICIES —If, after the date
of enactment of this Act and before January 1, 1988, a contract
fria I !

providing -term care mmagaumd:m%ad
solely for a qualified torm care insurance contract
defined in section T7 no gl

shall be recognized on the exchange. If, in addition to a qualified

long-term care INEUTARCE

?E

walue of the other received, For of thi

graph, the cancellation of a contract ing for long-term

care insurance nnd reinvestment of the

Sflm“d.m. alified -term care insurance contract within
days shall be ted nn an exchange.

contract—
the issuance of & rider which is treated as a :
mm&mmmmmmmm‘l .
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{B) the addition of provision r-quirud to conform
any other long-term unmiar to be so treated

shall nnlhatruuduamndlﬂmunnmmtund:hnnpnf

such contract.

(5] APPLICATION OF FER DIEM LIMITATION TO EXISTING CON-
TRACTS,—The amount of per diem payments made under a
contract issued on or before July 31, 1996, with respect to
an insured which are excludable from gross income by reason
of section TT0ZB of the Internal Revenue Code of 1386 (as
added by this section) shall not be reduced under subsection
I:d]l:E]{B] thereof by reason of reimbursements received under
n contract issued on or before such date. The preceding sentence
shall cense to apply as of the date (after July 31, 1998} such
contract is exchanged or there is any contract modification
which results in an incresse in the amount of such per diem

nts or the amount of such reimbursements,

E:j LowG-TErRM CaARE STuDy REQUEST,—The Chairman of the
Commities on Ways and Means of the House of Re ntatives
and the Chairman of the Committee on Finance the Senate
shall jointly request the National Association of Insurance Commis-
pioners, in consultation with representatives of the insurance indus-

n.d: consumer organizations, to formulate, develop, and conduct
luudymﬂaurmjntmamariﬂingnnd other effects of per diem

limits on certain types of «term care policies. IF the National
Auwhﬁnnnl'lmuum gslonera agrees to the study request,
National Association of Insurance Commissioners shall report

ﬂ“ resulis of its study to such commitiees not later than 2 years
after accepting the request.

SEC. 3%, QUALIFTED LONG-TERM CARE SERVICES TREATED AS MEDI-
CAL CARE.

{a) DENERAL H‘Lrt.l:.—l‘n.rm (1) of section 213(d} (defining
— gl o AR
ng subparagra a8 subparagra
), and by IIII-HI'tI‘.‘EI.E after rubpl.rasranh{B] the following new
subparagraph:
C) for :1h ualified Inughherm care pervices (as defined
in section TT02Bic)), or”.
{b) TECHNICAL AMENDMENTS. —
(1 E'I.II'.'PI.I'IﬁI'l h (D) of section 213(d}1) (as redesignated
h;r lu.'hla:ﬂan () r amended by inserting before the

“or for ~term care insurance contract (ps
defined in lﬂ;}‘;:l#:mmh}

2XA) P {l]' of section 213(d) is amended by adding
at the end the new flush sentensa:
'l.ut.humnunfau -term care insurance contract

{as defined in nl:tmn TT02B(b)), enly eligible long-term care

premiums (a8 d!ﬂnadinwphum]nhnﬂbumkmlnm
account under subparagraph (I¥),”
(B) Paragraph (2) of section 162(1) is amended by adding
at the end the new subparagraph:
4C) LONG-TERM CARE PREMIUMS.—In the case of a
qualified Lerm Care mmrante contract (as defined in
section T7 1, BI.I -term care premiums
{ms defined in section IEIJ] be taken into account
under paragraph tl]
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{C) Subsection (d) of section 213 is amended by adding
at the end the following new paragrapha:
*10) ELIGIBLE LONG-TERM CARE PREMITMS. —

“(A) In gENERAL—For purposes of this section, the
term “eligible long-term care prEmmmn qul.]iﬁadmm-m‘ amount
paid & toxable year fi
CATE :iu:mgm cantract (as d-ﬁnnd in pection m}}
covering an individual, to the extent such amount does
not exceed the limitation determined under the following

takhle:

“In the case of an individuesl

with an age bafors the The limitation

alose of the taxshle yoar
O R i i e S e} e oy e 3 B0
Mare than 40 bat ot more than 80 ..o i ]
More than 50 buat not more thas &0 ... ... THD
l{muthmﬂ-uh-utnnlmnﬂﬂunﬂl 2 D0
Bl E. T e e e e i i 2500

£
=
i
—

mined under the ing sentence 18 not & multiple
of %1 ll:ﬁ increass & bt rounded to the nearest
i 10,
il MEDICAL CARE COST ADJUIST-

m:m* —For p of clause (i), the medical care
mtmur:ltmytﬂmdlrﬁu:uthipﬂﬂmlage
hl'll'l.:r by which—

1) the medical care component of the
Consumer Price Index (as defined in section L5}
for Au nt'thepmmdlgrmm“ ar, excoods

| t Aupgust 1506,

ah ﬁmmltahun with the Secre-
r_|.rnl" Health Human Services, prescribe an
adjustment T_;hlr:h the % ﬂa‘berm:pn.ﬁl is mﬁ

At rpm.-jmuen parl.u:rl than

:ﬁl ant described in the
:ﬂi gnt so preseri |hall tn]huuf

ent described in the
‘111} CERTAIN PATHMENTE TO RELATIVES ‘I"E!JLTED A NOT
PAID POR MEDHCAL CARE.—An amount p ﬂdfﬂtﬁg{ﬂlﬁﬂlﬁnﬂ
term care service (as defined in section TTO2B(c)) provided
to an individual shall be treated as not paid for medical care
if such service is provided—

"{M'h:rﬂmnmuuaufthamﬁv:dullnrbrlmlnm

(directly or through a , corporation, or other
anh }unlautl'utmﬂuu by a licensed profes-
mthreupacttnmnhuewma.u'r

“{B]h}'lmrpnnhun partnership which is related
ii;:’.llthi;l;lha meaning of section 26T(b) or TOTBY) to the

vi
F‘nr purposes of this the term ‘relative’ means an
muﬁ.m to the individual which s
dumbedm pangrnphn{l through (8) of section 152(a).
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This aph shall not apply for purposes of section 105(b)
with rp;rug‘r tlrmimhunammu through insurance.”.
(3 (B8) of soction 213(d) is amendod— :
{A) by atriking “subparagraphs (A) and (B)" and insert-
ing “subparagraphs (A), (B], {C)", and
{B) by striking 'plw (1¥C1" in subparagraph (A)
und imnmlfh"waph XD .
{4} Paragraph (7) of section 213(d) ts amended by striking
“mhpara% (4} and (B)" and inserting “subparagraphs (Al
(B}, and ;

(e) EFFECTIVE DATE.—The amendments made this section
ghall apply to taxable vears beginning after December 31, 1996.

HEL. 321, REPORTING REQUIREMENTES.

{n) In GENERAL—Subpart B of part III of subchapter A of
chapter 61 is amended by adding at the end the following new
gection:

“5EC, 60504, CERTAIN LONG-TERM CARE BENEFTTSE.

“(a) REQUIREMENT OF REPORTING.—ARny person who Eﬁ“ long-
tarm care benefits shall make a roturn, according to the forms
or regulations beed by the Secretary, setting forth—

1) !@,ﬁﬁgﬂtﬂ amount of such benefits paid by such

n to any individual during any calendar year,

“(2) whether or not such benefits are Fmri in whole or
in part on a per diem or other periodic basis without regard
to the expenses incurred during the period to which the pay-
menks ke,

%3y the name, address, and TIN of such individual, and

“4) the name, address, and TIN of the chronically ill or

terminally ill individual on account of whose condition such
benefits are paid.

“{l) STaTEMENTE T BE FURNISHED TO PERSONS WITH RESPECT

TO WHOM INFORMATION [8 REQUIRED.—Every person required to

make a return under subsection (a) shall furnish to each individual

whose name 18 reguired to be set forth in such return a writien
statement showing—

*1) the name of the person making the p ts, and

“(2) the te amount of long-term care benefits paid
to the individual which are required to be shown on such
return.

The written statement required under the sentence shall
be furnished to the individual on or January 31 of the
year following the calendar year for which the return under sob-
pection (a) was required to be made.
“{e) Lona-TeRM CARE BENEFITS —For purposes of this section,
the ':1:1 iy 'I.Eﬂtm prod hich advertised
] mny ent ra uct which is ised,
marketed, or nmd a8 long-term care insurance, and

=2 lﬂr t which is excludable from gross income

reason of section 101(g)".

) Subparagraph (B) of section 6724(dX1) i dec

o is Emen
redesignating clanses (ix) through (xiv) as clauses (x) thro
(xv), 1y, and by inserting after clause (viii} the follow-
i “ix) section SOE0Q (reln cortain |
ion ting to ong-term
care banefita),”,
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(2Z) (2} of T&}hﬂn 6724(d) is :mmdudnﬂ'
[R}m'ﬂ, respoctivaly, and tqrmrﬂngim-
graph (F)

new subparagraph:
Q) section ) (relating to certain long-term
care benefits),”,
B of st T o AR & o shaotar 8 .m&?'.a“{y
[-]H r ap 1=
at t.hap:& the following new itam:
“Bec. 80500, Certuin long-tarm cars bamaliis,”,

{d) EFFecTIVE DATE —The amendments made by this section 38 USC 8060
shall apply to benefits paid after December 31, 1986, mie,

PART lI—CONSUMER PROTECTION
PROVISIONS

BEC. 325, POLICY REQUIREMENTS,

Section 7T0ZB (as added hﬁuchmm 321} is amended by adding
gt the end the following new su 101
“[g} CoNSUMER PROTECTION PROVISIONS. —
“{1) IN GENERAL.—The requirements of this subsection are
met with respect to any contract if the contract meets—
“{A) the entz of the model regulation mnd
model Act described in paragraph (2),
“{B) the disclosure requirement of pumﬂl and
) the uirements relating to
under paragraph (4).
“2) REQUIREMENTS OF MODEL REGULATION AND ACT.—
%A} IN gENERAL.—The requirements of this paragraph
:}wwithrupeﬂtnlny contract if soch contract

i) MoDEL REGULATION —Th& following require-
menta of the mode] miul
(1)} Section 7 {ralnlpf to guaranteéed renawal
or noncancellability requirements of
;T_hmBB of the model h:trul-tmg’m such section
“(II) Section 7B (relating to prohibitions on
limitations and exclusions),
ﬁh}"ﬂ]]J Section TC (relating to extension of bene-
HIV) Section TD tralat.inl to eontinuation or
conversbon of
V) Section. TE relntlnrr.u discontinuance and
repl.nmment nl'p-nlmu}
. 0 iVl) Bection 8 (relating to unintentional
apsa

“VII) Bection 9 (relating to disclosure), other
than section 9F thereof,
“VIII) Section 10 [I'ﬂltl.ll.* to prohibitions

against underwriting
-, Bection 11 (relating to minimum stand-
“(X) SBection 12 (relating to requirement to

offer inflation protection), except that
mtlrfur.a -l..gmtumu:}? lrme;ﬂh‘n‘nﬁm
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protection ghall permit the signature to be on an
application or on & separate form,

“(XI) Section 23 (relating to prohibition against
preexisting conditions and tionary periods in
replacement palicies or fleates).
i1} MopeL AcT—The following requirements of

the model Act;

“1) SBection BC (relating to preexisting condi-

1.
“[1I} Section 6D (relating to prior hospitalize-
tion).

“B) DEFmNImTIONS.—For purposes of this paragraph—

i) MODEL PROVISIONS,—The terms ‘'model regula-
tion" and ‘model Act’ mean the long-term care insur-
ance madel regulation, and the long-term care imsur-
ance model Act, respoctively, promulgated by the
Mational Asseclation of Insurance Commissioners {(as
adopted as of January 19935, :

i) CooRrmMaTiON —Any provision of the model
regulation or model Act listed under clause (i} or (i)
of su aph (A} shall be treated as including any
other of such regulation or Act necessary
to im ent the provision.

iif) DETERMINATION. —For purposes of this section
and section 4980C, the determination of whether any
requirement of a m-m:hzl tion or the mode]l Aect
has been met shall be made by the Secretary
3} DISCLOSURE REGQUIREMENT.—The irement of this
paragraph i8 met with respect to any con if such comtract
meets the requirements of section 43800(d),
“4) NONFORFEITURE REQUIREMENTS.—

“[A) Iy cENERAL.—The requirements of this paragraph
are met with respect to any lewvel premium contract,
if the issuer of such contract offers to the policyholder,
mr:iuu:].n:ug‘h‘al group policvholder, a nonforfeiture provision

requirements of subparagraph (B).
"tl!-:n REQUIREMENTS OF PROVISION.—The nonforfeiture
rovision required under subparagraph (A} shall meet the
requirements:

=i) The nooforfeiture provision shall be appro-
) The mamforei hall provide for

i) n iture provision s provi
a benefit available in the event of a default in the
Ea}rment. of any premiums and the amount of the beme-

be adjusted subsequent to being initially

only as necessary to reflect changes in claims,

persistency, and interest ss reflected in ch & in

rates for premium paying contracts approved by the
same contract form.

“iki} The nﬂnl’nrmm:'e provision shall provide at
least one of the fo

"1} quumd Emdaup instrance.
“11) Extended term insurance.
“[111) Shortened benefit period.

IV} Other similar -I]ﬂi!l‘[ﬂﬂ:ﬂ approved by the
Secretary.
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6} CROSS REFERENCE.—
“For coordination of the of this subssction with
Binte requirements, ses sesciion .
SEC. 526, REQUIREMENTS FOR ISSUERS OF QUALIFIED LONG-TERM
CARE INSURANCE CONTRACTS.

{a) IN GENERAL—Chapter 43 is amended by adding at the
end the fllowing new section:

“SEC. 48800, REQUIREMENTS FOR ISSUERS OF QUALIFIED LONG-TERM
CARE INEURANCE CONTRACTH,

"[a) GEMERAL RULE.—There is lmmﬂi am PEFAON
failing to meet the requirements m.an fe) nr.ﬁl a tax
in the amount determined under subsection (b}

“(b) AMOUNT —

*(1) I¥ CEMERAL —The amcunt of the tax imposed by sub-
section (a) shall be §100 per insured for each day any require-
ment of gubssction {¢) or (d) is not met with respect to each
qualified long-term care insurance contract.

"2y WAIVER.—In the case of a failure which iz due to
reasonable cause and not to willful na%'lﬂct-, the Secretary may
waive part or all of the tax imposed by subsection (a) to the
extent that payment of the tax would be excessive rolative
to the failure involved.,

h“n} RESpONSIBILITIES, —The requirements of this subsection are
s follows:

1) REQUIREMENTS OF MODEL PROVISIONS . —

“(A) MODEL REGULATION —The following requirements
of the model regulation must be met:
“i) Section 13 (relating to application forms and

replacement coverage).
“(ii}) Bection 14 (relating to reporting require-
MEents), that the issuer shall also report at

lenst annually the pumber of claims denied during
the reporting pericd for each class of business
(expreased as a percen’ of claima denied), other
than claims denied for failure to meet the waiting
ﬁﬂdﬂrhﬂfﬂuﬂﬂﬂflﬂfﬂpﬁﬂm'ﬂﬂmmmr

“fiii} Section 20 (relating to filing requirements
for marketing].
*iv) Section 21 (relating to standards for market-
ing), in inaccurate completion of medical his-
tories, other sections 21C(1) and 21C{6) therseof,
pt that—
“I} in addition to such requirements, no
son shall, in selling or offering to sell a qualified
long-term care insurance contract, misrepressnt
a material fect; and ]
“(II} no such requirements shall include a
wpﬁl inquire or i - ify whether a
pective applicant or enrolles for Lerm care
ﬁ:mm hes accident and sickness insurance.
“iv) Section 22 (relating to appropriatensss of

recommended 3
) Soctkin B4 tretating to standard format outline
of covernge).
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Sivii) Section 256 (relating to requirement to daliver

B guide),
B %DEL ACT—The following requirements of the
model Act must be met: ;

i) Bection 6F (relating to right to return), except
that such section shall also 8 tndaniulnnflﬁl iCa-
tons and any refund shall made within 30 days
of the return or donial.

*ii) Section G0 (relating to outline of coverage).

“iii) Section 6H (relating to requirements for cer-
tificates under group plans)h.

(v} Section, 61 (relating 'o onihly roporta

¥ on maon re on

“FFMH 1 s to incontestability period)

¥i relating to incomn ,

“[C) DeFiMITIONS. —For purposes of this paragraph, the

terms ‘model regulation’ and ‘model Act” have the meanings
iven such terms by gection TTOZB(gH2XB).

2) DELIVERY OF PMOLICY.—If an application for a gualified
long-term eare insurance contract (or for a certificate under
such a contract for a group) is approved, the issuer shall deliver
to the applicant (or policyholder or certificateholder) the con-
tract {or certificate) of insarance not later than 30 days after
the date of the approval,

“3) INFORMATION ON DENIALS OF CLAIME —If & claim under
a qualified long-term care insurance contract is denied, the
issuer shall, within 60 days of the date of a written request

by the policvholder or ecertificateholder (or tative)}—
LA ide a written explanation of reasons for
the degl » and

“[B} make available all information directly rela
to such dendal. e
_*(d) D12CLOSURE.—The requirements of this subsection are met
if the issuer of a long-term care insurance policy discloass in such
Pn]i:gnq;]inthemlineafmw i under subsection
eX1NBNXii) that the policy is intended to be a gualified long-term

care insurance contract under pection TT02B(b),

“le) QUALIFIED LONG-TERM CARE [NSURANCE CONTRACT
DEFINED.—For purposes of this section, the term ‘qualified long-
term care insurance contract' hes the meaning given such term
by saction TT02B.

i CooRDINATION WITH STaTE REQUIREMENTS.—If a State
imposea any requirement which is more stringent than the analo-
Eous requirement uupl:u&d by this section or section TTOZBig), the
et a e JF T s s ety ot ) e

[T more £ t is met.”.

(b} CoNFORMING AMENDMENT.—The table of sections for chapter
43 is amended by adding at the end the following new item:

"Bac. 45800 Hequiremenis for ssuers of qualifisd long-term core inaurnooe con-
iracin.”.

BEC. 227. EFFECTIVE DATES.

ia} IN GENERAL—The provisions of, and amendments made
by, this part shall apply to contracts issued after December 31,
1996, The provisions of section 321{f} (relating to transition rule)
shall apply to such contracts.
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(b} IssuERs.,—The amendments made by section 326 shall apply
in gctions taken after Decomber 31, 15886,

Subtitle D—Treatment of Accelerated
Death Benefits

REC. 331, THEATMENT OF ACCELERATED DEATH BENEFITS BY
RECIFIENT,

{n) I¥ GENERAL.—Section 101 (relating to certain death bane-
fita} iz amended by ing at the end the following new subsection:
“[g) TREATMENT OF CERTAIN ACCELERATED DEATH BENEFITS —
“(1} IN GENERAL.—For purposes of this section, the follow-
amounts shall be trested as an amount p]lni by reason
the death of an insured: s =
“(A) Any amount received under a life insurance con-
tract on the life of an insured who i8 & terminally ill
“(B) Any amount received under a life insurance con-
tract on the life of an insured who is a chronically ill
individual,
2} TREATMENT OF VIATICAL
“(A) In GENERAL.—If any portion of the death benefit
a life insurance contract on the life of an insured
described in paragraph (1) s sold or assigned to & viatical
B-urtl-amfnt provider, the a.mq.l].ft paid for the sale or n'fmgn-
mmlniu-chp-urunnmhﬂl h‘utﬂdﬂ.lﬂ.l’lmﬂmwﬂ
under the life insurance contract by reason of the death
of such insured.
“(B) VIATICAL SETTLEMENT PROVIDER —
(i} IN GENERAL.—The torm ‘viatical settlement

MEeans person regularly engaged in the
trade or btulnuta;,mr:hum: of taking assignments
of, ﬁm@unﬂu mw]; on the lives of insureds
deserd in plﬂgﬂph s

“(I) such person is licensed for such Be

ins suc meets the ents of
clanse (i) or (iii}, whichever applies to such
I

“[ad) TERMINALLY 111 INSUREDS —A person meets
the rements of this clause with respect to an
ins who is a terminally ill individual if such

1) moets the uirements of sections 8 and

8 of the Viatical enta Model Act of the
m&lmul Aasocintion of Insuranes Commilasioners,
Al

“(II] meets the requirements of the Model

of the National Association of Insur-

ance Commissioners (relating to standards for
evaluation of ressonable payments} in determining
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amounts paid by such person in connection with
such maEs Or assignments,
“(1ii) CHRONICALLY [LL INSUREDS.—A person meata
ents of this clause with reapect to
insu wha is & chronieally i1l individual if aur.h
PETaNn—
“{1} meets requirements similar to the reguire-
ments referred to in clavse (fHI), and
"I} meets the standards {(f any) of the
National Association of Insurance Commissioners
for evaluating the reasonableness of amounts paid
by such person in eonnection with such purchases
or assignments with respect to :hraml:aJJq.r ill
individuals,
“{3) SPECIAL BULES FOR CHRONICALLY ILL INSUREDS.—In
the case of an insured who is a chronically ill individual—
“(A) In GENERAL —Paragraphs (1) and (2) shall not
apply to any Ehu;lmant receivad for any period unless—
"i} su PHJ’MEHI is for costs incurred by the payee
(not compensated for by insurance or otherwise) for
qualified lomg-term care services provided for the
insured for such period, and
“[ii} the terms of the contract giving rise to such
payment satisfy—
4 "(I} the requirements of section TTOZB{bX 1B,

HIT) the ralhmmmntu {if any} applicable under

Faor uuhpu:r g ¢ preceding sentence, the rule of section
TQWHB} u-hn.l.'l apply.

REQUIREMENTS.—The  requirements
Eppll:-able under Lhm subparagraph are—

“i) those requirements of ne.:tlun T702B{g) and
section 49800 which the Secretary specifies as applying
to such a purchase, assipgnment, or other arrangement,

i) ptandards adopted by the National Association
of Insurance Commissioners which ifically app
to chromically J]J individuals (and, if such
are adopted, the analogous requ.u'emautu apecified
under clause (i) uh.all cease to apply), and

*iii) standards nd by the State in which the
palieyholder resides (and if such standards are
the requirements s under clause (i)
and (su to mection 49 fl} atandards under
clause (ii), uhaIl cease to apply),

L) PER MEM PAYMENTS.—A pavment shall not fail
to be described in subparsgraph (A) by reason of
made on & per diem or other er periodic basis without
to the mmﬁ incurred during the period to which the

re

‘D) LIMITATION ON EXCLUSION FOR PERIODIC PAY-
HENTS.—

*For limitation on adig ts which =re
(wuted wn deveribed In paagraeh (1 o el PraE
“(4} DEFINITIONS. —For purposes of this subsection—

“(A) TERMINALLY ILL INDIVIDUAL—The term ‘termi-

nally ill individual' means an individual who has been
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cr_rﬁﬁadhyaﬁa:ym' jan as having an illness or physical
condition which can reason be expected to result in
death in 24 months or less after the date of the certification.

“(B) CHRONICALLY ILL INDIVIDUAL.—The term ‘chrom-
ienlly i1 individual’ has the meaning given such term by
section TTOZBieX2); nﬂt that such term shall not include
a terminally {1l individ

=(C) QUALIFIED LONG-TERM CARE SERVICES.—The term
‘qualified long-term care services' has the meaning given
auch term by section TT02B(e).

“(D) PHYSICIAN —The term ‘physician’ has the meaning
given to such term by section 1861(r)(1) of the Social Secu-
rity Act (42 U.S.C. 1395x(r}1)).

“(5) EXCEPTION FOR BUSINESS-RELATED POLICIES.—This sub-
section shall not apply in the case of any amount paid to
any other than the insured if such taxpayer has
an insurable interest with respect to the life of the insured
by reason of the insured being a director, officer, or emplayee
ufﬂtataqz:yrrw uﬂunnfﬁuinmﬁdbﬂl.ﬂgﬁmmlﬂ;
interested nrhminulmﬂ&dunhythut::;nyar..
{b) EFFECTIVE DATE. —The amendment made by subsection (a)

ehall apply to amounts received after December 31, 1896,

BEC, 392 TAX TREATMENT OF COMPANIES [SSUING QUALIFIED
ACCELERATED DEATH BENEFIT RIDERS.

{a) QUALIFIED ACCELERATED DEATH BENEFIT RIDERS TREATED
A= Lire RAMCE.—Section B18 | to other definitions and
special rules) s amended by adding at end the following new
subsection:

“{g) QUALIFIED ACCELERATED DEATH BENEFIT RIDERS TREATED
A8 LiFe InsuraNcE —For purposes of this part—

*(1) IN GENERAL. referance to a life insurance contract
shall be treated as including a reference to a qualified acceler-
ated death benefit rider on such contract,

*(2) QUALIFIED ACCELERATED DEATH BENEFIT RIDERS.—For
E::pm“ufthhluhutlm,ﬂmtam' ified acceleratad

th benefit rider’ means any rider on & life insurance contract
if the only payments under the rider are payments meeting
the requirements of section 101(g).

“(3) EXCEPTION FOR LONG-TERM CARE RIDERS—Paragraph
i1) ehall aot apply to any rider which is treated as a lomg-
tarm care insurance contract under section T702B.".

(b} EFFECTIVE DATE.—

{1) IN GENMERAL—The amendment made by this section
shall take effect on January 1, 1887,

(2) ISSUANCE OF RIDER NOT THEATED AS MATERIAL
cHANGE. —For purposes of applying sections 101(f), 7702, and
T7702A of the Internal Revenus of 1986 to any contract—

{A) the issunnce of a qualified accelerated death benefit
ﬂdﬂrfﬂﬂdﬂﬁnﬂdiﬂuﬂiﬂnﬂlﬂlg!dwdﬂﬂﬂdﬂiﬂlﬂdﬂd

T it e

tion provision orm
an accelernted death benefit rider to the requirements of
such section B15{g),
shall not be treated as a modifieation or materinl change of
such contract.
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Subtitle E—State Insurance Pools

BEC. M1, EXEMPTION FROM INCOME TAX FOR STATE-BPONSORED
ORGANIZATIONS PROVIDING HEALTH COVERAGE FOR
HIGH-RIFK INDTVIDLTALS.

{a)} IN GENERAL—Subsection (¢} of section 501 (relating to
list of exempt organizations) is amended by adding at the end
the fellowing new p aph: e

281 Any membership organization if—

“(A) such organization is established by a State exclu-
gively to provide coverage for medical care (a8 ‘delinlad
in section 213(d)} on a not-for-profit basis to individuals
described in subparagraph {B) through—

“Ii} inaurance issued by the crganization, or

“{ii} & health maintenance organization under an
arrangement with the arganization,

“B) & only individuals receiving such coverage
through the organization are individuals—
=i} who are residents of such State, and
i) whao, reason of the existence or history
of a medical condition—
1) are unable to acquire medical care cow-
ernge for such sondition through insurance or from
a health maintenance organization, oF
111 are able to acquire such coverage only
at @ rate which is substantially in excess of the
rate for such coverage through the membership
ization,
“C) the composition of the membership in such
organization is epecified by such State, and
“D) no part of the net earnings of the crganization
inures to the benefit of any private shareholder or indi-
vidual.",
24 USC 501 note, (b) EFFECTIVE DATE.—The amendment made by this section
ghall apply to taxable years beginning after December 31, 1596,

HEC. 341 EXEMPTION FROM INCOME TAX FOR BTATE-SPONSORED
WOREMEN'S COMPENSATION REINSURANCE ORGAMIZA-
TIONS

(a) In GENERAL —Subsection (c} of section 501 {relating to
list of exempt organizations), as amended by section 341, is amended
by adding at the end the following new paragraph:

“(27) Any membership organization if—

“{A) such organization is establiched before June 1,
1898, by a State exclusively to reimburse its members
for losses arising under workmen's compensation acta,

“{B) such State requires that the membership of such
organization consist of—

=i} all persons who issus insurance covering work-
men's compensation losses in such State, and

=[ii) persons and governmental entities whoe
gelf-inaure againet such losses, nnd

SC) such organization operates as a non-profit
organization hy—
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i) mwmm“mﬂ:w ar
basis, and

*{ii) reducing initial premiums in anticipation of
investment income,”.
ib) EfFEcTivE DATE.—The amendment made by this section
ﬁl a: plytutnnhluyuminﬂiu after the date of the enactment
is

Subtitle F—Organizations Subject to
Section B33

SEC. 381, DRGANIZATIONS SURIECT TO SECTION A3

{a) In GeEMNERAL —Section B33(c) (relating fto organization to
which section h...FF““} is amended by adding at the md the fallowing
new

4) TMENT AS EXISTING BLUE CROSS OR BLUE SHIELD

ORGANIZATION. —

“{A) IN GENERAL —Paragraph (2] shall be aw;had to
t weng

organization described in sub (B} na
:nBJ.ua Croas or Blue Shield urﬂmph

'-{
described in thia mbpﬁn,ph if it—
i) is organi under, and governed by, Btate
lawa which are specifically and sxclusively applicable

t-u not-for-profit hrlth insurance or health service type

“(i§) i not & Blue Cross or Blue Shield organization
or health maintenance organization.”.
{b} EFFECTIVE DATE.—The amendment made by this section
shall apply to taxable vears ending after December 31, 1996,

Subtitle G—IRA Distributions to the
Unemployed

SEC. 3. DISTRIBUTIONS FROM CERTAIN PLANS MAY BE USED WITH-
OUT ADDITIONAL TAX TO PFAY FINANCIALLY DEVASTATING
MEDICAL EXPENSES,

"cB}?} Iv GENERAL —Section T2HNINA) is amended by striking
'ﬁ;} DistRIBUTIONS FOR PAYMENT oF HEALTH [vsumasncE PrE-

MIUMS OF CERTAIN UNEMPLOYED INDIVIDUALS. ph (2) of
section T2(t) is amended by adding at the end the following new
subparagraph:

%D} INSTRIBUTIONS TO UNEMPLOYED [INDIVIDUALS FOR
HEALTH INSURANCE PREMIUMS, —

“ii) IN GENERAL —Distributions from an individual
retirement plan to an individual after separation from
employment—

1) if such individual has received unemploy-
ment compensation for 12 consecutive weeks under
any Federal or Btate uqumplnymunt compeansation
law by reason of such separation
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-:1[:!] if mi:h l:lutnhut.lnnn l':ua';ﬁndu dm{

Enx year d

mmp-;lﬂﬁitmn in Eﬂ or t.hﬂ succeeding taxable
ar,

"III) to the exbent such distributions do not
exceed the amount paid during the taxable year
for ingurance described in u-ectil:rn Z13(d} 1MD) with
respect to the individunl and the individual's

g0 and dependents (ag defined in section 152),
h.l. MMSTRIBUTIONS AFTER REEMPLOYMENT.—

Clause (i) shall not apply to any distribution made
gfter the individual has been em for at least
60 days after the separation from emp ent to which
elause (i) applies.
“{ima) a;-:un.nfm mnlﬁuml—yﬂ: ﬂﬁuﬂm
provided in regulations, a self-emplo
ghall be treated as mesting nﬂmenta of clause
(XL if, wnder F-:dml OoF Stat.e aw, the individual
would have recelved unemployment :umplm“ﬂm‘l but
for the fact the individual was self-employed.”.
(el COMNPORMING MNnmr—auk;_Fanfraph (B) of section
‘_T[E}%REJ is amended by striking "or (C)" and inserting “, (C), or

id} EFFecTivE DaTE.—The amendments made by this section
ghall apply to distributions after December 31, 1886,

Subtitle H—Organ and Tissue Donation
Information Included With Income Tax
Refund Payments

SEC. 471, ORGAN AND TIESUE DOMATION INFORMATION INCLUDED
WITH INCOME TAXREFUND PAYMENTS.

':ll} I¥ GENERAL—The Secretary of the Treasury shall, to the
acticable, include with the mailing of any pua'mant af
ufmdhrhlu.nl income tax made during the period beginnin

1897, and ending on June 30, 1887, a copy

t.ha dn-trummt dﬂcnhud in subgection (b).

(b} TExT oF DoCUMENT.—The of the 'l‘ruuu.g'E:-vhaTl.
:254- consultation with the Secr-ata:ym th {n:&fﬂt;nmn : d;ceu

organizations promoting organ timane (i g eye) dona-
tion, prepare a document suitable for inclusion with individual
incorme tax refund payments which—

(1) encourages organ and tissue donation;
mﬂ["..:llndhwhdu '} ﬂutathnhln OFEAn and tissue donor

o “m E a.nd tissue donor card;

(B} discuss organ and tissue donation with family mem-
bers and tell family members about the recipient’s desire
to be an organ and tissue donor if the occasion arises;
and

(C) encoursge family members to request or authorize
organ and tigsue donation if the cecagion arises.
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TITLE IV—APPLICATION AND ENFORCE-
MENT OF GROUP HEALTH PLAN
REQUIREMENTS

Subtitle A—Application and Enforcement
of Group Health Plan Requirements

EEC. 401, GROUP HEALTH PLAN PORTARBILITY, ACCESS, AND RENEW-
ABILITY REQUIREMENTH,
{a) IN GENERAL—The Internal Revenue Code of 1986 i
amended by ndding at the end the following new subtitle:

“Subtitle K—Group Health Plan Port-
ability, Access, and Renewability
Requirements

“Chagpter 104, Group bealth plan portability, acceis, and renewability requiremsals

100—GROUP HEALTH PLAN PORTABILITY,
Aﬂﬂlﬂ AND RENEWABILITY REQUIREMENTS

e, DE01. lnmr:mnld. porctability through limitatson ce pressisting eonditbon excla-
fidl,

“Gge. 3802, Prohibi discrimination against individeal participants and bene-
ficinries on fhaslih LA

“Sec, F604, Guaranised remewsbility in multiemployer plans and cértain maoltipls
employer welfare arrangemants.

"Bz, 0805, Definitions

“Bec, J806. Ragulaticns

“HEC. pED]l, INCREABED PORTARILITY THROUGH LIMITATION O8N

PREEXIETING CONDITION EXCLLUSIONS.

“{a) LIMITATION ON PREEXISTING CONDITION EXCLUSION PERIOD,
CREDITING FOR PERIODS OF PREVIOUS COVERAGE.—Subject to sub-
gection (d), & gruup health plan may, with respect to a participant
or beneficiary, impose a preexisting condition exclusion only if—

*{1) such exclusion relates to a condition (whether physical
or mental), regardless of the eause of the condition, for which

I!I].E{h.{:-ﬂj advice, is, care, or treatment was recommended

or received within E-mmth period ending on the enrollment

“2) puch exclusion extends for & period of not more than
12 months {or 18 months in the case of m late enrolles) after
tR® S10) the pociod:of aty such proaxisting condition exc

*(3) the peri such sting eondition exclusion
is reduced by the 1 of the Enft.hapmwdlu!'
creditable coverage (if any) aﬁ.wu le to the participant or
beneficiary as of enrollment ;
*b) DEFINITIONS. —For purposes of this section—

"(1) PREEXISTING CONDITION EXCLUSION.—

(A} IN CENERAL.—The term ‘presxisting condition
exclusion’ means, with respect to coverage, a limitation
or exclusion of benefits relating to a condition based on
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the fact that the condition was present before the date

af enrollment for auch coverage, whether or not any medical

advice, di is, cars, or treatment was recommended

or recelved guch X

“(B) TREATMENT 0OF GENETIC INFORMATION.—Faor pur-
poses of this section, genetic information shall not be
treated as a condition described in subsection (ai1) in
the absence of a diagnosis of the condition related to such
information.

*(2) ENROLLMENT DATE—The term ‘enrollment date'
meand, with reapect to an individual covered under a group
health plan, the date of enroliment of the individual in the
plan or, if earlier, the first day of the waiting period for such
enrollment.

“3] LATE ENROLLEE —The term “late enrolles’ means, with
red to coverage under & Elﬁ health plan, a participant
or beneficiary who enrolls un e plan other than dunn%—

“{A) the first period in which the individual is eligible
to enroll under the plan, or

“B) & apecial enrollment period under subsection (f).
"(4) WAITING PERIOD,—The term ‘waiting period' means,

with respect to a group health and am individual who
is & potential participant or iary in the plan, the pericd
that must pass with respect to the individual the individ-

ual is eligible to be covered for benefits under the terms of
the )
() Run.es RELATING TO CREMTING PREVIOUS COVERAGE.—

"1) CREDITABLE COVERAGE DEFINED.—For puﬂrfuus of this
part, the term ‘creditable coverage’ means, with respect to
an individual, coverage of the individual under any of the

“A) A health plan,
“B) ]-Iei:ﬂipin;umnfem

EFage.
'(ﬂ]f‘;rth.nrpuﬁ!nftitluﬂ[ﬂnflhuﬁnﬂﬂ

"{E‘.ITit.lﬂ XIX of the Social Security Act, other than
:l:rvaruﬁn consisting solely of benefits under section 1928,
WE) Chapter 55 af title 10, United States Code.
“F) A medical care pro of the Indian Health
Berviee or of a tribnl orga G,
&) A State health benefita ﬁakﬁnl.
*H) A health plan offered under chapter B9 of title
5, United States .
I} A public health plan (as defined in regulations].
*J) A health benefit plan under section Glel of the
Peace Corpe Act (22 UL3.C, 2504(0}).
Such term dees mot include eover exnaisting so of eov-
erage of excepted benefits (as defined in section 9805{c)).
Y21 MOT COUNTING PEHIODS BEPORE SIGNIFICANT BREAKS

“[A) IN oENERAL —A period of ereditable eoverage shall
not be counted, with respect to enrollment of an individual
under o group health plan, if, after such period and before
the enrollment date, there was a 63-day pericd during
all of which the individual was not covered under any
creditable coverage.
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“{B}‘i\fum-u PERIOD NOT TREATED AS A BREAK IN
COVERAGE, — rposes of mw aph (A} and sub-
pection tdlij.anjparmdthntm dual is in a waiting

for any coverage under a health plan or is
in an affiliation ghall not be mtum:l:runt-
in :hm{.ﬁ.] g continuous period under subpara-
BT c

*(C) AFFILIATION FERIOD.— . J

*(i) IN GENERAL —For purposes of this section, the
term ‘affilistion period’ means a pericd which, under
the terms of the health ingurance coverage offered
by the health maintenance organization, must ex
before the health insurance coverage becomes affi B.
During such an affiliation period, the organization is
not required to provide eare services or benefits
.nnd Eremum shall be charged to the participant

“{ii) Bmmwmu—ﬂunh period shall begin on the
enrollment date,

"mﬂ Htms cnmummn? WITH WAITING PERI-

Em"" ghall run caneur-
t'mlr] E any w:itdn[ period under the plan.

*{3) METHOD OF CREDITING COVERAGE. —

“{A) STANDARD METHOD. —Except as otherwise provided
under subparagraph (B), for purposes of applying sub-
section { El,ngmphul&p!anshlllmmlptﬂﬂd
af ereditable coverage without regard t.uthegam.ﬁ
for which coverage is offered during the peri

B ELECTION OF ALTERMATIVE METHOD —A ET:E

health plan may elect tl:l subsection (aX3)

on coverage of mn bﬂ'lrﬂﬁtl in Em:h of several

0T -:utqamu |:rl‘ Eud lut.iml. rnthar
than as Buch election

ahﬂlhmdumuumﬁrm fwull nmmu and
beneficiaries. Unﬂ.erm-nhalmhnnagrnu ealth plan shall
count & period of creditable coverage mrh respect 1o any
clags or category of benefits if any level of benefits 1=
eoverad within such class ar category,
“IC) PLAN NOTICE. —t}ﬁn tlha :ﬂugﬁnf ﬂgpﬁ]mﬁnn TBI:J]'L
respect to & group heal AN un aubparagraph

the plan shall— P

“l1) prominently state in any disclosure statements
concerming the plan, and state to each enrolles at the
time of enrollment under the plan, that the plan has
made such election, and

"1} Include in such statements o description of
the effect of this election.

“{4) ESTABLISHMENT OF PERIOD —Periods of creditable cov-
erage with respect to an individual shall be established
presentation of certifications described in subsection (e} or in
such other manner as may be specifisd in regulations.

“{d) EXCEPTIONS. —
A1} EXCLUSION NOT AFPLICABLE TO CERTAIN NEWBORNS,—

Eutuact to plu'qmph (4], a health plan may not im

hu I'htﬁfmt tion unmmlﬂmu;ﬁfmiﬂdh'l u:.hl
who, a8 o I:mgmnmgm
the date of birth, !Etﬂ-l"H‘Eﬂ.l.ll'lﬂm‘ uaﬁcn
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Y2 EXCLUSION NOT APPLICABLE TO CERTAIN ADOPTED CHIL-
DREN.—Subject to paragraph (4}, a group health plan may
naot im any preexisting condition exclosion in the case
of ac who ie adopted or placed for adoption before attaining
18 vears of age and who, as of the last day of the 30-day

ricd beginning on the date of the adoption or placement
or adoption, is covered under creditable cov . The previous
pentence shall not apErly to coverage before date of such
adoption or placement for adoption.

#3 EXCLUSION NOT APPLICABLE TO PREGNANCY —For pur-
poses of this section, a group health plan may not impose
any preexiating condition exclusion relating to pregnancy as
a preexisting condition.

“4) Logs IF BREAK IN COVERAGE —Paragra (1) and (2)
shall no longer ly to an individual after the end of the
first B3-day period during all of which the individual was not
eovered under any credi & COVETAER,

“{g) CERTIFICATIONS AND [HSCLOSURE OF COVERAGE. —

“1) REQINEEMENT PFOR CERTIFICATION OF PERIOD OF

CHEIMTABLE COVERAGE —

*A) IN GENERAL.—A health plan shall provide
the certification described :ﬁﬁpﬂ:&ﬁnﬁh (Bl—
i} at the time an individual ceases to be covered

under the plan or otherwise becomes covered under
g COBRA continuation provision,

“ii) in the case of an individual becoming covered
under such a provision, at the time the individual
ceases to be coverend under such provision, and

“(ifi} an the requeat on behalf of an individual
made not later than 24 months after the date of ces-
sation of the coverage described in clause (i) or (i),
whichever ia later.

The certification under clauss (i) may be provided, to the
extent practicable, at a time consistent with notices
reqturfun&m- any applicable COBHA continuation
provision

“B) CERTIFICATION —The certification described in this
subparagraph is a written certification of—

*(i) the period of creditable coverage of the individ-
ual under such plan and the coverage under such
COBRA continuation provision, and

“(ii) the waiting period (if any) (and affiliation

i if mpplicable) imposed with respect to the
individual for any coverage under such plan,

“(C) ISSUER COMPLIANCE —To the extent that medical
care under a group health plan consists of health insurance
coverage offered in connection with the plan, the plan
is deemed to have satisfied the certification requirement
under this paragraph if the issuer provides for auch certifi-
cation in accordance with this paragraph.

“3) MBCLOSURE OF INFORMATION ON PREVIOUS BENEFITS.—

“(A) IN GENERAL.—In the case of an election described
in subsection (cM3NB) by a group health plan, if the
enrolls an individual for covernge under plan the
individunl provides a cartification of coverage of the individ-
ual under paragraph (1}—
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: -'I:I}t_:&pm rﬂ,um off :ba:lplbj.r the entity which

dlcioe to much requeeing e il sl
prom oBe li'l-'l
an :=|':r'|":|lsll:r:III of classes an -ut-wwhl of health benefits
n‘.ﬂqﬁn:u.im fikit: th];.lr.gl:!' al.%:.f sting plan
Y AY reque
ar iuuuer“ for :ha reasonable cost of disclosing euch
information.

“(3) REGunATIiONS, —The Secretary ghall establish rules I:n
prevent an entity’s failure to provide information under
graph (1} or (2} with respect to previous coverage of an in

ual from adversely affecting any subsequent coverage of the
individual under another group health plan or health insurance
eovE :
"0 Elmc:mm ENREOLLMENT PERIODS.—
“{1) INDIVIDUALS LOSING OTHER COVERAGE.—A group health

gnuhﬂlwmitmmﬂmwhumﬂﬁa but not enrolled,

coverage under the terms of the {or a d ant
of such an employes if the dependent is eligible, but not
enrolled, for coverape under puch termes) to for coverage
m&r&emm.ﬂhﬂm!fnﬂnlmrﬂmmﬁm
is met:
"(A) The em or dependent was covered under
a group health plan or had health insurance at
the time coverage was previously offered to the employes

or individual.

“{B) The employes stated in writing at such time that
coverage under a group health plan or health insurance
covarnge was the reason for declining enrollment, but enly
if the plan sponsor (or the health insurance issuer
health insurance coverage in connection with the plan
required such a statement at such time and provi the
employes with notice of such requirement [and the con-
sequences of such requirement} at such time.

"C) The employee's or dependent's coverage deseribed

in subparagraph (Al—
i) was under a COBRA r.nnl:.rnunhnn provi-
gion and t.hu coverage under such provision was

"{iﬂ 'll'li-nﬂundlr such a provision and either
a8 a result of loss of

iy o T coverge (ichding s o rosul of

a on of employ-

mm urra:lucﬁm rnjm'cfhmrlnfunpln}'
or mnh‘]hu:hunu toward such coverage

war«a :

D) Under the terms of the plan, the &
requests such enrollment not later than 30 dave after the
date of exhaustion of coverage described in su
(CMi) or termination of cover lﬂ? or employer contribution
du:nhedmnuhpmph{(:]{

“{2) FOR DEPENDENT BENEFICIARIES, —
"LA) [N GENERAL,—[f—
'C!}ilruuphaal“ﬂ: plan makes cov availabla
'tuhlulmh tnr“'"ﬂTﬂ the
is m BT
iwhumﬁmgwn:ﬂngpuﬁbnpﬂi:npﬂnmammghﬁ
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a participant under the and is eligible to be
enrolled wnder the plan but for a failure to enrall
during a previous enrollment period), and

") & on becomes such a dependent of the
individual Ei:.lgh marriage, birth, or adoption or
placement for adoption,

the p health plan shall provide for a dependent spacial
enrollment iod described in subparagraph (B) durin
which the {or, if not otherwise enrolled, the individ-
wal} may enrolled under the plan as a dependent of
the individual, and in the case of the birth or adoption
of a child, the spouse of the individual may be enrolled
as a dependent of the individual if such spouse is otherwise
eligible for coverage.

(B} DEPENDENT SPFECIAL ENROLLMENT PERIOD.—The
dependent special enrollment period under this subpara-
mh shall be o period of not less than 30 dave and

begin on the later of—

“i} the date dependent coverage is mades avail-
able, or e

"} date of the marriage, birth, or adoption
or placement for adoption (as the case may bel
described in subparngraph (A)iii).

MIC) No waITiNG PERIOD. =T an individual seeks cov-
erage of a dependent during the first 30 days of such
a dopendent special enrollment peried, the coverage of the
dependent | become effective—

i) in the case of marriage, not later than the
first day of the first month beginning after the date
the completed request for enrollment is received;

Aii) in the case of a dependent’s birth, as of the
date of such birth; or

Hiii) in the case of a ent’s adoption or place-
ment for adoption, the date of such adoption or
placement for adoption,

“HEC. 8802, PROHIBITING DISCRIMINATION AGAINST [NDIVIDUAL
PARTICIPANTS AND BENEFICIARIES BASED ON HEALTH
BTATUS.

"{a) ]:Eantl:dman..m' 'mulisﬂmu.— i
" GENERAL, —Subject to par ph (2], a group health
plan may not establish rules for Hgigigﬁ::&r (including continued
eligibility) of any individual to enroll under the terms of the
plan based on any of the following factors in relation to the
individual or a dent of the individual:
“TA) h atatus.
“(B) Medical condition (including both physical and
mental illnesses).
) Claims experience.
D) Receipt of health care.
“{E) Medical history,
“F) Genetic information.
MG Evidence of insurability (including conditions aris-
irge out of scts of domestic viclence).
“TH) Disability,
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“(2) No APPLICATION TO BEMEFITS OR EXCLUSIONS.—To the
extent consistent with section 9801, paragraph (1) shall not
b construed—

b-u:u-u.Iill:Ilil'I;f'uI benefita IIII‘.h!: reupactp!r.lun . ure,

ar B
treatment, ml-iau"i'lr:uﬂ}|J't.1:|.u|;r1‘.l'.|l.11I'J'Inlﬂvej!'l'lll'ln"ln‘.ﬁ--;m‘rl
the terms of such plan; or S
'{Bjtnpmenxumhnplanfrmﬁﬂtahluhmihmtl*
tions or restrictions on the amount, level, extent, or nature
of the benefits or coverage for similarly situated individuals

enrolled in the COVETREE.

3} M.EFN purposes of h (1}, rules
for eligibili tnanm]lu:ﬁerﬁipi;‘nin ude defining
waiting periods for such enrollment.

‘il{n{ II-?%HJ]HII.IH. CONTHRIBUTIONS —

1) IN GENERAL health plan may not require
any individual (a2 a Mml or continued enroll-
ment under the plan) to paﬂ;m premium or contribution which

is greater than such of eontribution for a
situated individual nnrn}lu! in the plan on the basis of any
factor described in subsection (a)1) in relation to the individual
or to an individual enrolled under the plan as a dependent
of the individaal.

2} CoNSTRUCTION —Nothing in paragraph (1} shall be
conatrued—

A} to restrict the amount that an employer may be

ch for cove under l health
B} to prﬁ?rﬁ.ua gro l.lﬂ'i g;:astnbhﬂiin[
premium discounts or tes l:rr m otherwise
applicable copayments or deductibles in return for adher-
ence to programs of health promotion and disease preven-
tion.

“HEC. pe0d. GUARANTEED RENEWARILITY IN MULTIEMPLOYER PLANE
AND CERTAIN MULTIFLE EMPLOYER WELFARE
ARFANGEMENTHS.

*a) IN GENERAL.—A group health plan which is a multiem-
ployer plan (as defined in a?:tim -lultit I or w]::v:]:i is a m#nh]:i:
B r welfare o ment may not deny an e continu
|mp1mt.n the uumerrgndlﬂbrenllgmzﬂﬂ 'I.I.I'Iﬂ.EI.'ml:!;.l plan, other
than—

*(1) for non ent of eontributions;

2} for fraud or other intentional misrepresemtation of
material fact by the emplover;

“(3) for noncompliance with material plan provisions;

"4} because the plan is ceasing to offer any coverage in

B ared;

Eilﬁ}hthuun-ufa that offers benefita through
s network plan, because there 8 no longer any individual
enrolled through the employer who lives, resides
inthel&n'iwmnfthuuahrmkplanandﬂ:upianapphu
this paragra humﬁmmlfﬂmnm to the claims experi-
ence of employers or o factor in section SB02{ak1)
in relation to such individuals or their dependenta; or

*8} for failure to meet the terms of an app]muhlem]le-cﬁw
bargaining agreement, to renew a collective bargaining or other
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agreement requiring or authorizing contributions to the plan,

or to employ employees covered by such an agreement.

“(b} MULTIFLE Euru}ﬂn WELFARE ARRANGEMENT —For pur-
poses of subsection (a), the term ‘multiple employer welfare arrange-
ment’ has the ing given such term by section 3(40) of
Emiehm Retirement Income Security Act of 1974, as in effect
o date of the enactment of this section,

“HEC. 04 GENEBRAL EXCEFTIONS,

“ia) EXCEPTION FOR CERTAIN PLAMS, —The requirements of this
chapter ahall not apply to—
"1} any governmental plan, and _
"(2) group health plan for any plan year if, on the
first day of such plan year, such plan hee less than 2 partici-
mnks who are current employees.

E‘;b] EXCEPTION FOR CERTAIN BENEFITS,—The reguirements of
this chapter shall not EPFI{em BOY p health plan in relation
to its provision of excepted benefits described in section 8805(c)1).

*c} EXCEPTION FOR CERTAIN BENEFITS IF CERTAIN CONDITIONS

“1) LIMITED, EXCEPTED BENEFITS.—The requirements of

this chapter shall not apply to any group health plan in i

to ita of excepted benefits descri in section
B805(cK2) if the benefita—
“(A) are ed under & separate policy, certificate,

or eontract of insurance; or
“B) are otherwise not an integral part of the plan

“[2) NONCOORDINATED, EXCEFTED BENEFITS.—The require-
ments of this chapter shall not apply to !n}'egrﬂu health
E:un in relation to its provision of excepted benefits described

section BB06(cHI) if all of the following conditiona are met:

“{A) The benefita are provided er a separate policy,

certifiente, or contract of insurance.

B} Thers is oo coordination between the provision

of such benefits and any exclusion of benefits under any

health plan maintained by the same plan sponsor,

fzm Such benefits are paid with reapect to an event

without regard to whether benefitse are provided with

respect to such an event under any group health plan
maintained by the same plan sponsar.

%3] SUPPLEMENTAL ENCEPTED BENEFITS.—The require-
menta of this chapter shall not apply to any Ernuju health
letnre]aﬂ&ntnitapm\riainnufm te described
in section 9306(ck4) if the benefits are provided under a sepa-
rate policy, certificate, or contract of insurance,

“HELC. b80h. DEFINITIONS,

hm"{n} Emuhpéah:h EE.A.LTIH Mm—ﬂ{'am purpases of rhi-m v.‘.hap:her. the
'grou plan’ meani IVEn guch term
by section &Dﬂ!h}[ll. R
Wk DEFIMITIONS RELATING TO HEALTH INSURANCE.—For pur-
posas of this cha
“1) ."H{ﬁ}ll..l‘l: INEURANCE COVERAGE.— fdedd
OENERAL —Except as provided in subparagra
{B), the term ‘health insurance covernge' means bﬂﬂm
consisting of medical care (provided directly, insur-
ance or reimbursement, or otherwise) under any tal
or medical service policy or certificate, hospital or i
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gervice plan contract, or health maintenance organization
contract offered by a health insurance issuer.
B} NO APPLICATION TO CERTAIN EXCEFTED BENEFITS,—

In applying [A), excepted benefits described
in Ehm?ﬁfﬁmha treated as benefits consist-

ing of medical care. ;

“(2) HeaLTH INSURANCE 155UER.—The term ‘health insur-
ance issuer’ mMeans an inuum:mﬁs cofmpany, |-1:|EI-1-1-'ﬂl mm;m'lﬁh
or insurance Organization udmﬁ a m nAance
prganization, as defined in paragraph (3)) which is licensed
to ge in the business nlpbn-mn:ﬂinasm-anndwhlﬂl
is !uﬁm to State law which insurance (within the
meaning of section B14(b}2) of the Employee Retirement
Income Security Act of 1974, as in effect on the date of the
ﬂma:lct?u“fm section). Such term does not include a group

A
“43] HEALTH MAINTENANCE ORGANIZATION.—The term

"health maintenance organization’ means—

“(A) a federally qualified health maintenance -
tlom (as defined in section 1301ia) of the Publie th
Service Act (42 U.5.C. 300e(al)),

“B) an organization recognized under State law @a
& health maintenance organization, or

“C) m similar organization regulated under State law
for selvency in the same menner and to the game extent
as such a health maintenance organization,

“c} ExcEPTED BENEFITS.—For purposes of this chapter, the
term ‘excepted benefits’ means benefits under one or more (or
any combination thereof) of the following:

LR Coveragy for accidn dinability |

1 Coverage or accident, or dismbali TiCOme

inaurance, or Eﬂym:lﬁmﬁun thersof, .

“B) f‘:-uv.rqu issued as a supplement to liability in-

“C) Liability insurance, including general liability
insurance and automobile lability insurance,

D) Workers” compensation or similar insurance.

“E} Automabile medical payment insurance.

“[F) Credit-only insurance.

*((3) Coverage for on-site medical clinics. ; .

“TH} Other similar insurance coverage, ified in
regulationa, under which benefits for medi CEFE Are
gecondary or incidental to other insurance benefits,

“(2) BENEFITS NOT SUBJECT TO REQUIREMENTS [F OFFERED
SEFPARATELY.—

"{A} Limited scope dental or vision benafits.

(B} Benefits for long-term care, nursing home care,
home health care, community-based care, or any combina-
tion thereof.

*(C) Such other similar, limited benefits as are specified

in .
“3) FITS MOT SURBJECT TO REGQUIREMENTS IF OFFERED
AS [NDEPENDENT, NONCOORDINATED BENEFITS — )
“[A} Cove only for a specified disease or illness.
“[B} Hospital indemnity or other fixed indemnity in-
SUTANCE.
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44 BENEFITS NOT SURJECT TO REQUIREMENTS IF OFFERED
A% SEPARATE [NEURANCE PoLICY.—Medicare & omental
health insurance (as defined under section 1882(gk1} of the
Social Security Act), coverage supplemental to m\rﬂ:&gn
provided under chapter 55 of title 10, United States Code,
and similar supplemental coverage pmu'id&d to coverage under

n p health :
“i&] OTHER DEFINITIONS.—For purposes of this chapter—
“{1) COBRA CONTINUATION PROVISION.—The term ‘COBRA
continuation m:;m' means any of the following:
“{A) ion 49B0B, other than subsection (fH1) thereol
insofur as it relatas to intric ¥acoines,
=B) Part B of tle B of title I of the Emplni'ae
Retirement Income Security Act of 1974 (28 U8.C. 1161
et seq.), other than section 609 of such Act.
i Title XXII of the Public Health Service Act.
“a) GOVERNMENTAL PLAN.—The term ° mental plan’
has the meaning given such term by section 414(d).
#3) MEDICAL CARE.—The term ‘medical care’ has the mean-
ing given such term by section 213(d} determined without

t—
“LA) parlg:rng:l {1xC) thereof, and
“(B) so much of aph (14D} thereafl as relates

to ified long-term care insurance.

“4) NeETWORE PLAN.—The teérm ‘network plan’ means
health insurance cove of & health insurnnce issuer under
which the financing delivery of medical care are provided,
in whole or in part, through a defined set of providers under
contract with the issuer.

*(5) Pll..u:En Fgfﬂ l.-;lmrﬂnxinzsmm.—mu tt:m ‘placement’,
or being “placed’, option, in connection with any placement
O e u chil with niny parmn, méans the ssumption
and retention by such person of a legal obligation for total
ﬂrpmi‘iulwpﬂﬂflﬂnhﬂdinmﬂﬁpl of adoption
of such child. child's placement with such person termi-
nates upon the termination of such legal obligation.

“EEC, h0d, REGULATIONS.

“The Becretary, consistent with section 104 of the Health Care
Portability and Accountability Act of 1996, may E'ﬁmulaal:a auch
regulations as may be necessary or appropriate out the
provisions of this chapter. The Secretary may prom te amy
interim fnal roles as the Secretary determines are appropriate
to carry out this chapter,”.

ib) CLERICAL AMENDMENT.—The table of subtitles of such Code
is amended by adding at the end the following new item:

“Hubtitie K Group health plan portability, scceas, snd renewability requiremenis.”

i(c) EFFECTIVE DATE —
(1} IN GENERAL —The amendments made by this section
shall hpﬁlju' to plan years beginning after June 30, 1997,
(2] DETERMINATION OF CREDITABLE COVERAUE.—
m]FﬁmInnume.-— e i
(i) IN GENERAL —Subject to clause (i), no period
hafore J 1, 1996, ahall be taken into account under
chapter 100 of the Internal Revenue Code of 1586
{as added by this section) in determining creditable
COVETIEE.
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{ii) SPECIAL RULE FOR CERTAIN PERIODS.—The Sec-
of the Treasury, consistent with section 104,
shall provide for a s whereby individuals who
nzed to establish itable coverage for periods before
Jl:lir 1, wﬂﬁl;la.nﬂ who would have coverage cred-
fted bt for clause (i) mwh&tﬁhmm" for ereditable
coverage for such i rough the presentation
af documents or other means,
(B) CERTIFICATIONS, ETC.— . 3

(1) I8 GENERAL —Subject to clauses (ii) and (i),
gubeection (¢} of section 9301 of the Internal Revenue
Code of 1986 (as added by this section) shall apply
to events occurring after June 30, 19886,

{ii) No CERTIFICATION REQUIRED TO BE PROVIDED
BEFORE JUNE 1, 1997.—In no case is a certification
required to be provided under such subsection before
June 1, 1897,

(iii} CERTIFICATION ONLY ON WRITTEN REQUEST FOR
EVENTS OCCURRING BEFORE OCTOBER 1, 1986.—In the
case of an event occurring after June 30, 1996, and
before October 1, 1966, a certification is not required
ta be provided under such subsection unless an individ-
ual (with ta whom the certification is otherwise
ru&g;r;d. by made) requests such certification in
W

() TRAMSITIONAL RULE.—In the case of an individual
who seeks to establish creditable coverage for any period
for which certification is not required because it relates
to an event occurring before June 30, 1996—

{i) the individual may present other credible evi-
dence of such coverage in order to establish the period
of creditable coverage; and

{ii) a p health plan and a health insurance
issuer shall not be subject to any i:!lllll'.‘r or enforce-
ment action with respeet to the plan's or issuer's credit-
ing (or mot crediting) such coverage if the plan or
issuer has sou to comply in good fmith with the
applicable req ents the amendments made
by this section.

(3) SPECIAL RULE FOR COLLECTIVE BARGAINING ACGREE-
MENTS,—Except as provided in parsgraph (2), in the case of
a group health plan maintained pursuant to 1 or more collective
bargaining agreements between employee representatives and
one or more emplovers ratified before the date of the enactment
oo B Mol o b el i
epply o Flan years re the la

?AJ date on which the last of the collective hm
J_nig agreements relating to the plan terminates (dete
without re to any extension thereol agreed to after
the date of the enactment of this Act), or

(B)July 1, 1897,
For purposes of subp ph (A}, any plan amendment made
ant to a collactive ining agreament relating to the

lan which amends the plan solely to conform to any require-
Fient added by this section shall not be treated as a termination.
of such collective bargaining agreement.
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(4) TIMELY REGULATIONS —The Secretary of the Treasury,
conalstent with section 104, shall first issue by not later than
April 1, 1997, such regulations as may be necessary to carry
out the amendments made by this section,

(5} LIMITATION ON ACTIONS.—No enforcement action shall
be taken, pursuant to the amendments made by this section,
aguuut a grm;l: health plan or health insurance issuer with

to a vislation of a rﬁlﬂ:mmt imposed by such amend-
mantah-ﬂ-reJa:nuu'yl‘l or, if later, the date of issuance
of regulations referred to in para nph H.} |I'thl_'| plan or issuer

has sought to comply in good with auch requirements
SEC. 402, PENALTY ON FAILURE TO MEET CERTAIN GROUP HEALTH
PLAN REQUIREMENTS.

{m} In GENERAL—Chapter 43 of the Internal Revenue Code
of 1986 (relating to qualified sion, etc., plans) is amended by
ndding after section ﬁBﬂC the following new section:

“BEC. 4880, FAILURE TO MEET CERTAIN GROUF HEALTH PLAN
HEQUIREMENTS.

“(a) GENERAL RULE.—There is hereby imposed a tax on any
failure of & group ]:Lealth to meet the requirements of chapter

100 (relating to ph plan portability, access, and renewabil-
ity rg?;.m'em ﬁm“
} AMOUNT OF TAxX.—
1) In GENERAL —The amount of the tax im h;.r gl

section {a) on any fallure shall be $100 for each day in the
noncompliance period with respect to each individual to whom
such failure relates.

W2 NoNCOMPLIANCE PERIOD —For purpises of this section,
the term 'moncompliance period’ means, with respect to any
failure, the period—

“[A} beginnimg on the date such failure frst
occurs, and
“[B} ending on the date such failure is corrected,
“3) MINIMUM TAX FOR NONCOMPLIANCE PERIOD WHERE
FAILURE DISCOVERED AFTER NOTICE OF EXAMINATION. —Notwith-
uf-ll'lfllphl (1} and {2} of subsection (c}—
Al Ix cENERAL—In the cases of 1 or more failures
th respect to an individual —

“i) which are not corrected before the date a notice
of examination of income tax liability is sent to the
employer, and

“(1i} which oceurred or continued during the period
under examination,

the amount of tax imposed by subsection () by reason

of such fuluraa- with respect to such individual shall not

be leas than the lesser of $2,500 or the amount of tax
whm]:hwuuld h-ephmp-umd by subsection (a) without regard

b gu i

(B} HIGHER MINIMUM TAX WHERE YIOLATIONS ARE

MORE THAN DE MINIMIE —To the extent violations for which

any person is Elullﬂu undu_r -ubnch:rn (e} f-ur mﬁ

gre more than
applied by lmhltll.'utmg “§15,000" ﬂ % mﬂl respect
to such person,

54



PUBLIC LAW 104-1891—AUG. 21, 1996

) EXCEPTION FOR CHURCH FLANS —This paragra
ghall not apply to an Iui]urﬂunﬂarnﬁurehplan[i::

defined in section 4 14(e)).

“e) LIMITATIONS 0N AMOUNT OF TAX.—

1) TAZ NOT TO APPLY WHERE FAILURE NOT DISCOVERED
EXEACISING REASONABLE ﬁm.—ﬂu tax Bha]'lndh mirmpu_ad
by subsection () on any failure during any pen which
it is established to the satisfaction of the that the
permuthnwinlinhlernrmhmdlﬂnntinw. and exercis-
ing ressonable diligence would not have known, that such fail-
I.I.I"EEEI.ItEd

“2) TaAX NOT TO APPLY TO FAILURES CORRECTED WITHIN
CERTAIN PERIODS.—Mo tax shall be imposed by subsection {a)
on any failure if—

“A) guch failure was due to reasonsble cause and

nat to willful neglect, and
“(B¥i) in the case of a plan other than a church plan
{dan defined in section 4l4ie)), al:;h M’thu:ehl':tm“ﬁ

uring the 30-day period beginning on date

perlngntharwimlmhhinrmnhmknﬂ,urnnnim
reasonable diligence would have known, that such failure
exiated, and

“(ii} in the case of a church plan (ss so defined), such
ailure is corrected before the elose of the correction period
[determined under the rules of section 414(e4{C).

“{3) OVERALL LIMITATION FOR UNINTENTIONAL FAILURES.—
In the ease of failures which are due to reasonable cause
and not to willful neglect—

“{A) BINGLE EMPLOYER FLANS —

=i) IN GENERAL—In the case of failures with
Wh plans octher than specified multiple employer

thplmu,t%:tuhmdﬁ;‘u‘mmﬁm a) for
failures during the taxable year o am ghall
nutmudﬂmmuntequﬂhuthﬂmnfp—hw

) 10 t of the aggregate unt
or iuc::lnﬂjmﬂﬂ ermn [urw
mplmduﬂu: H:a ng taxsble year for
Sro) smﬂﬂ i

“(ii) TAXABLE YEARS IN THE CASE OF CERTAIN CON-
TROLLED GROUPS.—For purposes of this ragraph,
if not all peraons who are treated as a single emp
for purposes of this section have the same taxable
year, the taxable years taken into account shall be
determined under principles similar to the principles
of section 1561,

“B) SPECIFIED MULTIPLE EMPLOYER HEALTH PLANS.—
o LSRR A S Al 2R
T to & & m employer

thetu:impﬂﬂdhyuuhﬂarhpnntalfnrf:ﬂu:ﬂdnﬂﬁ

the taxable year of the trust forming part of su
anil;uﬂnutaxuaadmemmntaqn.ﬂtﬂﬂiﬁ

BT Qf=—

*(I} 10 percent of the amount paid or incurred

such trust during such taxahbl to i
D i e O T e T0)

55



PUBLIC LAW 104-191—AUG, 21, 1996
directly or through insurance, reimbursement, or

y Or
'[II]!EM,I}DH-
ing sentence, all plans of
wl-ucﬁ E BRI tmurt. forme a part shall be treated
a8 one plan.

“{ii) BPECIAL HULE FOR EMPLOYERS REQUIRED TO
PAY TAX.—If an employer is assessed a tax imposed
by subsection (a)} by reason of a failure with reapect
to m & miultiple employer health , the Limit
shall be determined under subparagraph (A) (and not
under this subparagraph) and as if such plan were
not a specified multiple emp health plan.

“{4) WAIVER BY SECRETARY —In the case of a failure which
is dus to reasonable couse and not to willful neglect, the Sec-
retary may walve part or all of the tax imposed by subsection
ia) to the extent that the payment of such tax would be exces-
give relative to the failure involved.

“d} Tax Not To APPLY TO CERTAN INSURED SMalLL EMPLOYER

1) In GENERAL—In the case of a group health plan of

a small emplover which provides health INBUraNce COVErAge

solely through m contrmct with a health insurance issuer, no

tax shall be imposed by this section on the emplover on any

failure which is solely because of the health insurance coverage
offered by such issuer.

2 _{ﬁEHPLﬂﬁH.—F of ph_ i

] GEMERAL —For purposes of paragraph (1)

term ‘amall employer’ means, with reapect to a calendar

year and a plan vear, an employer who employed an aver-

u;nnfulumﬂbuluntmmﬂmﬁﬂamplnymnn

business da:irﬁ uring the calendar year and who
B ast 2 employees on first day of the plan
vear. For of the preceding sentence, all

parsons
treated as a single employer under subsection (b), (e, (m),
or (o) of section 414 shall be treated as one employer.
“B) EMPLOYERS XOT N EXISTENCE IN PRECEDING
YEAR.—In the case of an employer which was not in exist-
BTICE out tha p g calendar year, the deter-
mination of whether such employer i8 a small employer
ahall be based on the average number nl’:ﬂr]nyeﬂ that
it is reasonably expected such employer wi an
business days in the current calendar year,
) PREDECESSORS, —Any reference in this paragraph
to an emplover shall include a reference to any predecessor
of puch emp
3] HEALTH IHEEJ'MHCE COVERAGE, HEALTH INSURANCE
1S3UER.—For purpises of paragraph (1}, the terms ‘health insur-
ance coverage' and ‘hhealth insurance issuer’ have the respactive
meanings given such terms by section B806
“{a} LIABILITY FOR TAX.—The following shall be liable for the
tax imposed by subsection (a) on a failure;

“(1) Except as otherwise provided in this subsection, the
employer.

"2} In the case of a multiemployer plan, the plan.
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“3) In the case of a failure under section 2803 (rels
to guaranteed renewability) with respect to a plan desc
i?nmn iﬂﬁﬁmpmmplm_ of this section—

" NS, —

:}111 GROUP HEALTH u:hl..ur.—g:e Lerm Eﬁnﬂpjhnulﬂi plan’
has the meaning given such term by section [

"3 SPECIFIED MULTIFLE EMPLOYER HEALTH PLAN.—The
tarm ‘specified multiple employer health plan’ means a group
health pl%i;which is—

any multismployer plan, or

%B) any multiple em welfare arrangement (as
defined in sectionm 3405 of ¢ mployes Retirement Income
Security Act of 1874, as in effect on the date of the enact-
ment of this eection),

“(3) CoRRECTION.—A failure of a group health plan shall
be treated as corrected if—

“A) pueh failure is retroactively undone to the extent
possible, and _ )

{B) the to ';hﬁ'fhm’ fmilure relat.endl: placed
in a financi tion ich is as good as such person
would heve mpl::ld had such failure not cecurred.”.

(b) CLERICAL AMENDMENT.—The table of sections for chapter
43 of such Code is amended by adding after the item relating
to section 4980C the following new them;
“Sec 48800, Failure to meed cartain groap health plan requirements ™

ie) EFFECTIVE DATE.—The amendments made by this section
shall to failures under chapter 100 of the Internal Revenue
Code (as added by section 401 of this Act).

Subtitle B—Clarification of Certain
Continuation Coverage Requirements

BELC, 431, COBRA CLARIFICATIONNE,

in) PusLic HEALTH SERVICE ACT.— .
(1) PERIOD OF COVERAGE.—Section 2202(2) of the Public
Health Service Act (42 U.8.C. 300bb—2(2)) is amended—

(A) in subparagraph (A)— ;
(i) by tranaferring the sentence tn‘l:rl'lredllhu?
receding clause (iv) 8o as to appear immediately fol-
sguch clause (iv); and
full:i:l:lnthu %t;mfnmﬁ“duﬂMEneij— o
8 “an indivi " and inse
“a :fuall.gd beneficiary”;

(I} by striking “at the time of a gualifying
event described in section 2203(2)" and inserting
“at any time during the first 80 days of continu-

ation coverage under this tHtle”,
nn-:lm-” by striking “with respect to such event,”;

(Iv) mtmg ing “{with respect to all qualified
(B) hm:ﬁwﬁawu}' m?t’n‘.n{n%mﬂ:;rﬁu before *, or”

in su » 0¥ "
the following: “(other tﬂ‘m such an exclusion or limitation
which does not apply to (or is satisfied by) such Mﬂﬂ‘ﬁgﬁ'
by reason of chapter 100 of the Intermal Revenue 3
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of 1988, part 7 of subtitle B of title | of the Em
Retirement Income Security Act of 1974, or title
of this Act)”; amd
(C) in uuh'p dg'e-;ph {E), by striking "at the time of
a qualifying event ribed in section Z203(2)" and insert-
ing “at any time dunnqr the firat 60 daya of continuation
coverage under this title
(2) NoTicEs. —Section EE-EIE{SJ af the Public Health Service
Act (42 U.S.C. 300bb—8{3)} is amended by striking “at the
time of a qualifying event described in sectiom Z2032)" and
mn!rtmg "al: tameb;i_umxg the firit 60 days of continuation
nder this tit
m] BIB:11-] OR ADOPTION OF A CHILD —Section 2208(3HA
of the Public Health Service Act (42 US.C. 300bb—8(3HAN
iz amended by adding at the end thereof the following new
flush semtence:
“Such term shall also include a child who is born to or placed
for adoption with the covered employee during the period of
eontimaation coverage under this title.
{b} EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1874.—
(1} PERIOD OF COVERAGE —Saction 802(2) of the Emploves
Retiremont Income Security Act of 1874 (28 UB.C. 116220
is amendad—
{Alin :helut nen.h!n:e ufau.'hparag‘raph {A—
(i} riking "an individual” and inserting “a
qullzfﬁd :rw' the time of a qualifying
by s “at 1 of & avant
described in section 60302)" and inserting “at any time
%luunug the first 60 days of continuation coverage under

art™
Ei!}l by striking “with respect to such event™; and
(iv) by inserting “{with respect to all qualified bene-
ficiaries mar“zﬂ months”,; g
(B} in nu (DXi), by inserting before =, or”
the following: {nl]ﬂer Bu:h an exclusion or hmttnnm:
which does not apply to t:lr is satisfied by) such beneficiary
rum of chapter 100 of the Internal Revenue Code
part 7 of this subtitle, or title XXV1I of the Public
H“J:%‘Jbt hM]H up?: [E:u by “at the time of
in subparagra 5 B B mi
o qualifying event described in section 603{2)" and inserting
atan;p hmadunngﬂ:eﬁru’r.ﬂﬂ days of continuation cov-

or this part”,
t?ﬁnﬁc&s —Section EEI-E{a]{E-:I of the E ee Retirement
Income Security Act of 1974 {20 UU.5.C. llﬁﬂ&:I 1 s nmended
lnr | “at the time of a qualifying event described in
2" and inserting “at any time during the first

i :Ilgu of continuation coverage under this part™

BipT OR ADDPTION OF A CHILD. mﬂﬂ?!ﬁﬂ.ﬁ]nf
the Em Retirement Income Security Act of 1974 (29
US.C. 116N3) is amended by adding at the end thereof the
following new flush sentence:
"Eumterm lhnﬂiﬂgnindudea:hﬂdwhﬂduhummmnr am&

for adoption wi eovered empl uring the

contifnuation eoverage under this part n"““
(] INTERNAL REVENUE CODE OF 1986 —
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{1} PERIOD OF COVERAGE —Section 4980B(f2NB) of the
Internal Revenue Code of 1986 {3 amended-—
{A)in the last sentence of clause (i —

{i]-:il atriking "at the time of a qualifying event

deseribed in aph (3¥B)" and inserting "at any
time during first 60 days of continuation coverage
under this section”;

{i1) by striking “with respect to such event®; and
{{il) by inserting “Iwith respect to all qualified
beneficiaries]” after manths™;

(B) in clause (iv)1), by inserting before *, or” the follow-
ing: “(other than such an exclusion or limitation which
does not apply to (or is satisfied by) such hEuaﬁnilmbjr
renson of chapter 100 of this title, part 7 of subtitle B
of title I of the Employes Retirement Income Security
Act of 1874, or ttle of the Public Health Service
Act)”; and

iC) in clause (v}, by striking “at the time of a qualifying
event deseribed in uugjlph (A¥B)" and inserting “at any
time during the I"}]n daya of continuation coverage
under this section”.
i2) MNOTICES.—Section 4980B(f}6XC) of the Internal

Revenue Code of 1986 is amended by strikin E'at the time

of a gualifving event described in paragraph (3}B)" and insert-

ing “at any time :Iu_rmi the firat 60 days of continuation cov-
erage under this section”.

{3) BIRTH OR ADOPTION OF A CHILD.—Section 4880B{g}1)A)
of the Internal Revenue Code of 1986 is amended by adding
at the end thereof the following new flush sentence:

“Such term ghall also inclode a child who is born

to or placed for adoption with the covered emp

during the period of continuation coverage under thi
section,”.

id) EFFECTIVE DATE.—The amendments made by this section
ghall become effective on January 1, 1887, regardless of whether
ﬂw?-uhﬁimgmtmuredh-d'nlt.m.nrlﬂumdlta.

) NOTIFICATION OF CHANGES.—Not later than November 1,
1898, each p health plan (covered under title XXII of the
Public He Service Act, part 6 of subtitle B of title 1 of the
Employee Retirement Income Security Act of 1974, and section
4980BiN of the Internal Revenue Code of 1988) shall notify each
qualified beneficiary who has elected continuation coverage under
such title, part or section of the amendments made by this section.

TITLE V-REVENUE OFFSETS

SEC, 500, AMENDMENT OF 1888 CODE.

Ex as otherwise expressly provided, whenever in this title
an amen t or repeal is expressed in terma of an amendment

to, ar of, a section or other provision, the reference shall
be con mﬂdﬁbﬁﬂlﬂlhll&:tfunnrﬁj:mpmﬁlimﬂw
Internal Revenue Code of 1986,
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Subtitle A—~Company-Owned Life
Insurance

SEC. 801. DENIAL OF DEDUCTION FOR INTEREST OM LOANS WITH
HESPECT TO COMPANY-OWNED LIFE INSURANUE.

ia) I8 General —Paragraph (4) of section 264(a} is amended—
i1) by inserting “, or any endowment or annuity contracts
by the covering any individual " after “the
life of any individual”, and y
(2] by striking ;]j that follows “carried on by the taxpayer”
and inserting a period.
b) ExcerTion roR CoNTRACTS RELATING TO KEY PERSoms:
PERMISSTELE INTEREST RATES. —Section 264 is amended—
(1) by utnhﬁ "' in subsection (a¥4} and inserting
“Bxcept as provided in subsection (d), , and
(2] by adding at the end the fo |:|1.'|.'i|1.5,r new subsection
“id} SPECIAL RULES FoR APPLICATION OF BUBSECTION (af4)—
"1} EXCEPTION FOR KEY PERSONS,—Subsection {ak4) shall
not apply to a.n.;r interest paid or accrued on any indebtedness
with respect to policies or contracts covering an individual
who is a person to the extent t-'htt'thu ate amount
of such indebtedness with mﬁm %“ nnd contracts
guch individual does coed
“2) INTEREST RATE CAP ON KEY PERSONS AND PRE-1882
CONTRACTS —
“(A) IN GENERAL—No deduction shall be allowed by
reason of para (1) or the last sentence of subsection
a) with re to interest paid or accrued for any month
beginning after December 31, 1895, to the extent the
amount of such interest exceeds the amount which would
have been determined if the applicable rate of interest
wore used for such month.
“B] APPLICABLE RATE OF INTEREST—For purposes of

luhpu.rngl{'n (A}—
1.]p];1'i GENERAL.—The applicable rate of interest
fior e rate interest descri as

R e

Fa i@ v NEr-
ﬁmmm as published by rmdy'i Inweators
Servica, , or any successor thereto, for such month.

“ii] PRE-1888 CONTRACTS.—In the case of indebted-
pess on A contract purchased on or before June 20,
1988—

*{I) which is & contract providing a fixed rate
of interest, the applicable rate of interest for any
manth shall be the Moody's rate described in
clange (i) for the month in which the contrmct

wis purchased, or
(11} which is & comtract providing a variable
rate of interest, the icable rate of interest for

any month in an ubhpﬂmmdlhmnh
Moody's rate for the third month preceding the
first month in such period.

For of subclause (1), the taxpayer shall elect

&n for such contract on its return

of tax im by this ter for its first taxahble

year ending on or after 13, 1995. Such
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applicable period shall be for any number of months
not greater than 12) & E:d.ﬂedmthealmm
may not be changed by taxpayer without the con-
gent of the Secretary.

e I{EY PERSON . —For purposes of paragraph (1), the term
key person' means an officer or 20-percent ownoer, except lihﬂt
the number of individuals who may be treated as key person
with mgﬁt to mmyu ghall not exceed the greater n!—

'{B]HJuluum-uprarcenquthetul:al officers and
emplovees of the taxpayer or 20 individuals.

*{4) 20-PERCENT OWNER —For purposes of this subsection,

the um_'aﬂjwt owner' means— i -

e taxpayer is & cOFpoOra AfY pErS0h W

owna directly 20 percent or mnr?w th;ﬁuutut&ndtmi stock

of the corporation or stock possessing perceént ar more

of the total combined voting power of all stock of the

corporation, ar

“B) if the taxpayer is not & ca t.lnn.n.u;r
who owna 20 percent or more of capital or pmﬁtl
interest in the emplover,
“[5) ACGREGATION RULES.—

“(A) IN GENERAL.—For g of parngraph (44A)
and app the $50,000 limitation II'I- paragraph (1}—

i} all members of a controlled group shall be

treated as one tl.l;IDl:.'I
“fii) such limitation shall be allocated among the
members of such group in such manner as the Sec-

re may prescribe,

“{Bmﬂﬂuan GROUP.—For purposes of this pars-
graph, all persons treated a5 a single empl under sub-
pection (a) or (b) of section 52 or su (m) or (o)
nl’ued&n.n 414 shall be treated as members of a controlled

p.".
(c) EFFECTIVE DATES. —
(1) Iv GENERAL. —The amendments made by this section
ahall ly to interest paid or accrued after October 13, 1895,
(2 10N RULE POR EXISTING INDEBTEDNESS.—
(A} 1N CENERAL —In the case of—
IHE'EE” indebtedness incurred before Janoary 1,
or
_ (i) indebtedness ineurred before January 1, 1987
with respect to any contract or Im'ld into
in 1994 or 1995, polley-antared |
the amendments ml.duhj'thnle:hﬂnihnllnntupphrtn
qualified interest paid or accrued on such indebtedness
nfter Oetober 13, 1995, and before January 1, 19946,

(B) QUALIFIED pereREsT.—For purposes of subpara-
graph (A), the qualified interest with respect to any indebt-
e e ot g ol b

w ar secTu SUEh o
on such IHMLH. i P o
in the case of uq.r interest poi mecrued
after December 31, mdahtmrldmi res

to no more l‘-hm?.l:ll:lﬂﬂlnlurud individuals were taken
into mecount, and
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(i} the lesser of the following rates of interest
were used for such month:
(I} The rate of interest specified under the
terma of the indebtedness as in effect om October
13, 19956 (and without regard to modification of
anch terms after such dats).
{II) The applicable tage of the rate of
interest d H:nl;r s Corporate Bond
Yield Average-Mon Average Corporates as pub-
lished by ;Fwd}"- Investors Eﬂim Inc., or any
" nm:nu&ur tharetzz!il'uruaunh EMtti::uwd G
or purposes of clause (i), all persons g a o
) r under subsection {(a) or {b) of pection B2 of the
Internal Revenue Code of 1888 or subsection (m} or (o
of section 414 of such Code shall be treated as 1 person,
Subclause {II) of clauwse (i) shall not apply to any month
before January 1, 19896,
{C) APFLICABLE PERCENTAGE —For purposes of sub-

paragraph (B}, the applicable percentage is as follows;

For calendsr year: The percentage is
[+ [P e F S —," P—" | UL I v I CI SR i) lg'g ::urumt
e oo i s s i B s i i 1 i e parean
I e N T B paroent

(3} SPECIAL RULE FOR GRANDFATHERED CONTRACTS.—This
section shall not apply to any contract purchased on or before
June 30, 1986, except that section 264(dN2) of the Intermal
Revenue Code of 1 ghall mpply to interest paid or accrued
after October 13, 1995,

(d} SPREAD oF INcOME INCLUSION ON SURRENDER, ETC, OF

CONTRACTS, =

(1) I¥ GEMERAL—If any amount is received under any
life insurance policy or endowment or annuity contract
in paragraph (4) of section 284{a} of the Internal
Revenue Code of 1986—
(A} on the complete surrender, redemption, or maturity
of such policy or contract during calendar year 1996, 1997,
or 1998, or
(B} in full discharge d any asuch calendar vear
of the obligation under the icy or comtract whil:i:eil
in the nature of a refund of the consideration paid for
the palicy or contract,
then (in liew of any other inclusion in gross income) such
amount shall be i ible in gross income ratably over the
4-taxable year period beginning with the taxable year such
amount would (but for this paragraph) be i ible. The
ing sentence shall only lﬂ]]" to the extent the amount
includible in gross income the taxable year in which
the event described in subparagraph (A} or (B) occurs.
{2) SPECIAL RULES FOR AFPLYING SECTION 264.—A contract
shall not be treated as—
(A} flili:ﬁ to meet the requirement of section 264(cil)
of the 1 Revenue Code of 1986, or
(B) a single premium contract under section 264(bH1)
m;f b mn'nf described in sub h
8O reason. of an occurrence descri in s i
(A} or va} of paragraph (1) of this subsection or mluir E.'-‘
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renson of no additional miums being received under the
mnh‘ﬂ:thyreuannrlliﬁ:murﬁni r Oetober 13, 1985,
{3} BPECIAL EULE FOR DEFERRED mmmﬂﬂ—
the cane of the securrence of mny event deseribed in subpara-
E‘I{]h {A) or (B) ul'E_lu‘umph (1) of this subsection with respect

Pl
mp::’.hﬁ?rm Er.lﬂ of the Internal Revenue Code of 1988

shall not pl}rltn the un l;m-rh.:&d balance uftab 1 EI:"
the uigition expenses attribu
|1-|_-u:-.]1a ml uqim.madmtahr before the insurance

cOmpany’s tamhle ar in which such event occurs, and
(B there shall E allowed ms a deduction to such com-
pany for such taxable year under chapter 1 of such Code
if amount equal to unamortized balanca.

Subtitle B—Treatment of Individuals Who
Lose United States Citizenship

SEC. 511, REVISION OF INCOME, ESTATE, AND GIFT TAXES ON
INDIVIDUALS WHO LOSE UNITED STATES CITIZENSHIF.

al IN GENERAL —Suhsection (m) of section B77 is amended
to read as follows:
“a) TREATMENT OF EXPATRIATES —

“(1) I GENERAL.—Every nonresident alien individual who,
within the 10-year period immediately the close of
the taxable year, lost United States citizenship, unless such
losz did not have for one of its princi E-nl the evoidance
of taxes under this subtitle or subti ng shall be taxable
for such taxable year in the manner provided in subsection
ib) if the tax im pursuant to such subsection exceeds
the tax which, without regard to this section, is imposed pursu-
ant to section E-Tl

b | EEETMHFL:'DNTDUALE L‘}E:'LTED AR I'I.':Hil:'l.l.'-l"lﬂ TAX ﬂlﬁ
ANCE PURPOSE —FOr purpiscs P « An indivi
:hnll;n;treateduha'imgumnn purpose to avoid such
taxes 11—

“{A) the average annual net income tax (as duﬁnld

]II ua-t:tmn HH{n]{l]] of such individual for the pe of

i,'p' befora the date of the loas -l:rI'T.Tn!tad

Etnmmmgf greater than $100,000, or

worth of the individunal as of such date
is 8500000 or more,

In the case of the loss of United States citizenship in any
calendar year after 1896, such $100,000 and $500,000 amounts
u.h..]lhamcreuarlhymmwnt uquﬂtnl.uthdﬂl'lummut
Raoticn MU0 - much caleniar roet by subsituting 1064
paction au

for ‘1982' in subparagraph (B} tlazmr Any increase under
'!l;rrbcﬂdlnl sentencs u'hall be rounded to the nearest multiple
L]

(b) EXCEPTIONS, —

(1) I¥ GENERAL.—Section 877 is amended by striking sub-
section (d), by m:lampaﬂn[ subsection (e) as luluu:tl.m: (d},
.a.udb}fmlﬂﬂ'nln subsection (b) the following new sub-

aection
) Tu: AVOIDANCE NOT PRESUMED IN CERTAIN CASES.—
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“1) IN GENERAL.—Subsection (ak2) shall not apply to an
individual if—

“A) such individual is described in a subparagraph
of ph (2) of this subsection, and

“B) within the l-yvear period nning on the date
of the loes of United ﬁ.m citizenship, such individual
submits m ruling request for the Secretary’s determination
a8 to whether such loss has for one of its principal purposes
the avoidance of taxes under this subtitle or su B.
“(2) INDIVIDUALS DESCRIBED.—

SA) DUAL CITIZENSHIP, I:'mﬁhn individual s

dumbﬁ:l lnll\illiuh
I].E\'IEU 'bunme at birth a citizan

of t]:ua 'll.lnjl:lau;] States and a citizen of another country
and continues to be a citizen of such other country,
oF
45t the individual becomes (not later than the
close of a reasonable period after loss of United States
citizenship) o citizen of the country in which—
"1} such individual was born,
“11) if such individual is married, such indi-
vidual's apouse was born, or
“(III1 gither of such individual's parents were
o e e s et
is in subparagr or each year in
10 -year period ending on the date uf‘lnul of United States
ip, the individual wae present in the United States
for 30 days or leas. The rula of section TTOL(bNIWDNiid
iha}I a for purposes of this subparagraph.
MNUMCIATION UPON HREACHING AGE OF MAJOR-
ITY. -.Fu': individual is described in this subparagraph if
the individual’s loss of United States citizenship occurs
before such individual attains age 18%:.
90} INDIVIDUALE SPECIFIED [N REGULATIONS.—AR

individual is described in this uu'h aph if the indi-
vidual is described in a category ividuals prescribed
by tion by the Secretary.”.

(2) HMICAL AMENDMENT —Paragraph (1) of section
B7T(h) of such Code is amended by striking “subsection (c”
and inserting “subsection (d)”

(e} TREATMENT OF PROFPERTY [DMISPOSED OF 1N NONRECOGNITION
TRANSACTIONS: TREATMENT OF DIsTRIBUTIONS FROM CERTAIN ConN-
TROLLED ForpioN CoRPORATIONS —Subsection {(d} of section B77,
ng redes ted by subsection (bl, i8 amended to read as follows:

*d) clAL RULES FoR Souvrce, Erc—For purposes of sub-
section (b)—

“1) SoUuRCE RULES.—The following items of grose income
ghall be treated as income from sources within the United
States:

B A SaLE OF PROPERTY. —Gaine on the sale or exchange
of iother than stock or debt obligations) located

im the United States.

“{B) STOCK OR DEET OBLIGATIONS.—Gaina on the sale
or exchange of stock issued by a domestic corporation or
deht nl:]ign.linnl. of United States persons or of the United
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States, a State or political subdivision thereof, or the Iris-
trict of Calumbia,

%C) INCOME OR GAIN DERIVED FROM CONTROLLED
FOREIGN CORPORATION.—ARy income or gain derived from
stock in a foreign corporation but anly— i

“(i) if the individoal losing United States citizen-
ship owned (within the meaning of section 958(al),
or is considered as owning (by applying the own

ruleas of section 968(b)), at any time the 2-

aaur period ending on the datanfﬂmlgﬁ United

tntes citizenship, more than 50 i of—
"I} the total l:nml:rl:ug ¥ power of wll
classes of stock entitled to vote of such corpora-

thad, oF
1) the total value of the stock of such cor-

Em*m_inn, and

(ii} to the extent such income or gain does not
gxcoed the earnings and profits attributable to such
stnck which were earned or accumulated before the
loes of citizenship and during periods that the owner-
ghip requirements of clauee (i} are met,

[ 2) GAIN RECOGNITION ON CERTAIN EXCHANGES. —
“(A) Iv oENERAL.—In the case of any exchange of prop-
N e L A e dhul 1e Gaten
an 8,
a8 mﬂdm fair mu:hk&t ;r:lut on ?ﬁefdnttﬁ :::f uuﬁh
exchange, and any gain recognized for the taxable
wenr which inﬂud.eaan::u:h data. _
“{B) EXCHANGES TO WHICH FARAGRAFH AFPLIES. —This
PATRET Mm}ymmjmdmiuguwm-
year period described in subsection (a) if—

*(i) gmin would not (but for this paragraph) be
recognized on such exchange in whole or in part for

of this aubtitle,
“(ii} income derived from such property was from
gourees within the United States (or, if no ncome
wa; #0 derived, would have been from such sources),
an
“(iii} income derived from the property uired
ihthunuth.-mmldhnﬁﬁnmmrmuut:ﬂeﬂw
Ugmhmm' —Subparagraph (A) shall
L) —Hu B { not a
if the individual enters into an agreement with the Eﬁ
retary which specifies that any income or gmin derived
from the property acquired in éﬂ 0x {or any other
B Taference % ruch property) diming such 10-yet: pacid

reierence L10ES
;ﬁull be treated as frnm?:“ n the Uﬂf;‘ﬂrm
If the property transforred in the exchange is disposed
ufﬂ:ir the person uﬂu.u-ing auch rty, such agreement
Iﬂ}h t.emLzr.u.t.t :h any gain E‘.ll.“ﬁ 1::“ not wiaﬂ

reasom such agreement tha TECOENE a4
ﬂidn‘t& of puch dispoaition.

")) SECRETARY MAY EXTEND PERIOD.—To the extent
provided in I"Ellllﬁﬂnl prescribed the Ea:retu.rg.
subparagraph (B) shall be applied by substituting the 15-

65



PUBLIC LAW 104-191—AUG. 21, 1886

beginning & before the loss of United

BRtied chisanstup for the Topear period ratieed % thersin,
“E} SECRETAEY MAY REQUIRE RECOGHITION OF Gaiy

IN CERTAIM CasES—To the extent provided in regulations

ibed by the Secretary—
s 'l:i!lj;ﬂmnrnmmu] of appreciated tangible personaj
property from the United , Emd

i) any other occurrence which (without recogni-
tion of gain) results in a change in the source af the
income or gain from property from sources within the
United States to spurces outside the United States,

ghall be treated as an exchange to which this paragraph

lies.

Fo plnpmg g Hae o Wit et pgllin- o
r of determi W r this ion applies to
any ;g'u.'ln m&muﬂamamhmpdmgﬂwhm,mmE
of the 10-year period described in su ion {a} shall be
suspended for any period during which the inmdividual's risk
of loss with respect to the property is substantially diminished

“{A) the holding of a put with respect to such property
{or similar property), _
"B} the holding by another person of a right to acquire

e e shor -

“(C) m short sale or any other transaction.

“(4) TREATMEMT OF PROFERTY CONTRIBUTED TO CONTHROLLED
FOREIGN CORPORATIONS.—

"IA) IN GENERAL —1f—
“(i) an individual losing United States citizenship
contributes property to any corporation which, at the
u'Bm-E nlél:he contribution, is described in subparagraph
(B), an
=ii} income derived from such property was from
sources within the United States (or, if no income
was 50 derived, would have been from such sources),
during the 10-year period referred to in anlh_‘huanﬁm (al,

income or gain on such property (or ar pro ¥
mm has a basis dnr.ermin;ii in whale nﬂ;m't by rﬁfar-ﬂe
to such ) received or accrued by the corporation
ghall be tres as received or accrued directly such
individual and not by such corporation, The preceding sen-
tence shall not apply to the extent the property hae been
treated under subparagraph (C) as having been sold by
such carparation. . .

“(Bl CORPORATION DESCRIBED.—A corporation is
degeribed in this subpara uﬁn with respeet to an individ-
ual if, were such individual a United States citizen—

“[i} puch eorporation wouwld be a controlled forengn
corporation (as defined in 867, and

"ii} such individusl would be a United States
sharsholder (as defined in section B51(b)) with respect
to such corporation.

“(C) DISPOSITION OF STOCK IN CORPORATION. —If stock
in the corperation referred to in subparagraph (A} {or an¥
other s which has a bagis determ in whole or
part by reference to such stock) is disposed of during the

10-year period referred to in subsection (a) and while the

66



PUBLIC LAW 104-191—AUG, 21, 1996

property referred to in subparagraph (A) is held by such
corparation, & runll.ll'l.ﬂ.l"l!ﬂfﬂucth rty (determined
on the basis of the value of such stock) shall be trested
a8 sold by the corporation immediately before such disposi-

tion.
h‘l:l.'u ﬁmﬂ-nuusz nm.Es ~The E'-E-:rutar:' u-haJl rescribe
such regulations as m & to pravent the avoid-

BICE ufgt?ha Purposes pnrﬂgrﬂph including where—

-{i]mepmpart:,ruauummammram and
“i) the 'I:ﬂlhtdﬁn into ur:ml.lnl under
subparagraph (A) is ¥ the
"{Ehi":I IHFDH.‘IIﬂ.ﬂUH REPORTING, = %g Betretunr shall
u||-g such information I"Ej:h'.'ll'l‘.l.l.'l.,E.al is necessary to carry
n|.1 the purposes of this paragraph.”,
idi CrReniT FoR FoREIGN AXES IMPOSED 0N UNITED STATES
BSOURCE [NCOOME. — ;

(1) Subsection (b) of section 877 is amended by adding
at the end the following new sentence: *The tax i molely
by reason of this section shall be reduced (but not below zero)
by the amount of any income, war profits, and excess ts
taxes (within the meaning of section 903) paid to any foreign
country or pogsession of the United States on any income
af the taxpayer on which tax is imposed solely by reason of
this section.”

(2) Subsection (a) of section 877, as amended by subsection
iml, 15 mmended by inserting "'ful’tar any reduction in such
tax under the last sentence of such subsection]" afber “such
subsection”,

(e) COMPARABLE ESTATE AND GIFT TAX TREATMENT.—
{1) ESTATE TAX.— :
(A) IN GENERAL.-—Subsection (a) of section 2107 is
amended to read as fiollows:
“{a} TREATMENT OF EXPATRIATES.—

(1) RATE OF TAX.—A tax computed in accordance with
the table contained in section 2001 is hereby i on the
transfor of the taxable estate, determined as provi in section
2106, of every decedent nonresident not a citizen of the United
States if, within the 10-vear period ending with the date of
ﬂezhthiﬂanﬂglmdmd;nt l-u;:_ Unjtﬁ_ States mh:iamhl -
51 8a ot have eial i its F‘Lﬂ-l:'l- Urpaes
avoidance of taxes under this subtitle or ﬂuhhlfe y

"2} CERTAIN NDIMWIDUALS TREATED AS HAVING TaAX
AVOIDANCE PURPOSE —

“A) IN GENERAL —For pmﬁaul. of paragraph (1), an
as L]

individual shall be treated A | purpose
to avald such taxes if such inﬂﬁﬁ l.F:;-lll';lF' under

m%lﬂmm:
EXcEPTION.—Subparagraph (A) shall not ¥
to decedent meeting the roquirements of on

H-'i'"l'{c]'ﬂl]'
(B} CREDIT FOR FOREIGN DEATH TAXES —Subsection {c)
of section 2107 is amended by ting

IEhummmphtﬂimﬂwmmﬂrm
the following new paragraph:
ﬁi}g{ﬁmmlmﬁﬂﬂ TAXES, — q
N GENERAL.— Ht.l.‘l:'l.l]].l!lﬂi subsection (a)
ghall be credited thﬂuumuu.ntu!’an;r&ﬂlulniﬂ-l
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ance, legacy, or succession taxes actually paid to any foreign

respect of any property w is ineloded n
mml;tn{-l;hnm aolely by reason of subsection (bl

“(B) Limrration oW CREDIT—The credit allowed by
subparagraph (A} for such taxes paid to a foreign country
shall not exceed the lesser of—

=i) the amount which bears the same ratic to
the amnu{:t of such taxes actually ﬁu&u;n !uunt};.‘ foreign
£o Pl ro ineclu n the gross

Bﬂ::iﬂu the m: mP g included in

gross estate solely by reason of & (k) bears
to Btﬂ:h\i_n'lue of all property subjected to such taxes
or

"[n} Tpmpertfn proportionate share of the
excess of—
“(I} the tax imposed subsection (a), over
“(I1) the tax w]:u-:h h‘i‘ha imposed by section
[E}W P rposes of 'n-para
" TE SHARE.—For 8
graph (B}, a s proportionate mlm is the
ape of the value of the property which is inclu the
estate 80 by reason uf subsection (b) bnrt to
a total value of the gross estate.”
{C} EXPANSION OF I'HG'LUHI'HH IN GROSS ESTATE OF

ETOCK OF FOREIGN CORPORATIONS, —Fnragnph (2] of section
2107k} is amended atri “more than B0
cent of" and all that follows inserting “more

B0 percent of —

“(A) the total combined voting er of all classes
of stock entitled to vote of such corporation, or _
“B) the total value of the stoek of such corporation,”
{2) GIFT TAX.— ; y
(A} IN GENERAL —Paragraph (3) of section 2501{s) is
pmended to read as follows:
*{3) EXCEPTION —
“{A) CERTAIN INDIVIDUALS.—Paragr (2] whall m:lr-
y in the case of a danor who, within the 10-year period
with the date of transfer, 1n!-‘|: United States ejbizen-
ghip, unless such loss did not have for one of its principal
p'ullﬂlﬂ the avoidance of taxes under this subtitle or sub-
tit :

"B} CERTAIN IHD:I"-"IIJHM.S THEATED ASH HM-'IH'I} 1'.'|.I

AVOIDANCE PURPOSE.— ﬂw
an individual |hl]lhah1nhd ae hav eipal
mwniﬁn.unht.lmll'ﬂmhmdlnd i #0 trea

gection BTTiaHZ),
“C) EXCEPTION FOR CERTAIN mmwrmtm—ﬂuhpm
g’.ruph (B} shall not {ly to a decedent mesting the require-
ments of saction 8 1)

“D) CREDIT FOR FOREIGN GIFT TAXES.—The tax
imp-nudhythmmhmmlﬂl}-bymnfﬂuxpmagr
shall be credited with the amount of ln:.r tu:_u tlll:
mid to any 1 country in whi
ﬁta:uhlenmd section solely by ruul:rnul'll'u-l pars-

(n E'-u:g-.hmnm THEATMENT OF LAWFUL PERMANENT RESIDENTS
WHo CEasE To BE TAXED A8 RESIDENTS.—
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(1) IN GENERAL —Section 877 is amended by redesignating
subsection (e} as subsection () and by inserting after subsection
id) the following new subsection:

“{g) COMPARABLE TREATMENT OF LAWFUL PERMANENT RESI-
DENTS WHO CEASE To BE TAXED AS RERIDENTE, — :

“1) IN GENERAL—Any long-term resident of the United
Siates who—

“A) cesses to be a lawful permanent resident of
the United States (within the meaning of section
TT0LbNEN, or :

"B} commences to be treated as a resident of a foruﬁ
country under the provisions of n tax treaty between
United States and the foreign country and who does naot
waive the benefits of such treaty applicable to residents
af the foreign sountry,

shall be treated for ged of this section and sections 2107,
2601, nndEH&EFinﬂiammmnuuifluthrEﬂdﬂntm
a citizen of the United States who lost United States citizenship
on the date of such cessation or commencement. i

“{2) LONG-TERM RESIDENT.—For purposes of this subsection,
the term Tlong-term resident’ means any individual (other than
a citizen of the United States) who 15 a lawful permanent
resident of the United States in at least B taxable years during
the period of 15 taxable years ending with the taxable year
during which the event described in subparagr (A} or (B)
of paragraph (1) oceurs. For purposes of the ing santence,
an individual shall not be treated as a permanent resi-
dent for any taxable year if such individual ia treated as &
resident of a foreign country for the taxable year under the

vigions of & tax treaty between the United States and the
HII.EBiﬂ]I country and does not waive the benefits of such treaty
applicable to residents of the foreign country.

%3] BPECIAL RULES —

“[A) EXCEPTIONS NOT TO APPLY.—Subsection (¢} shall
not apply to an individual who is treated as provided
anarnr& g )

“(B) STEP-UP IN BasIs.—Solely for purposes of deter-
mining any tax imposed by reason of this subsection,
erty 'I-'l'l'l-'h:'-ﬁI was held by the long-term resident on
date the individual first became a resident of the Unitad
States shall be treated as having a besis on such date
of not less than the fair market value of such
en such date. The preceding sentence shall not apply if
the individual elects not to have such sentence apply.
an ¢lection, once made, shall be irrevocable.

4} AUTHORITY TO EXEMPT (MDIVIDUALS —This subsection
shall not apply to an individual who is described in a category
of individuals prescribed Waﬁmbytheﬂaum.

(5} REGULATIONS.— Secretary shall jbe such
_ ations ms may be appropriate to carry out this subsection,
including regulations providing for the applieation of this sub-
section in cases where an alien indivi becomes & resident
of the United States during the 10-year period after being
treated as provided in paragraph (1).*,

(2) CONFORMING AMENDMENTS. —

(A} SBection 2107 is amended iking subsection
idl, by redesignating subsection te}hal; Al on (d), and
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by inserting after subsection {d) (s so redesignated) the
following new subsection:
“a) CROSS HENCE . —

*For comparable trestment of long-term lawfil permansnt resldonts whs
consed to be taxed as resldonts, see section 877 ().,

(B) P (3) of section 2501ia) {as nmended by
subsection [uﬁ;i.n amended by adding at the end the follow-
new subparagraph:
“E) CrOSS REFERENCE —

“For comparable treatmant of losg-term lowful permanent residents wha
comsed to be tnxed as residents, see section A7)~

(g} EFFECTIVE DATE.—
{1} I¥ CENERAL,—The amendments made by this section
ghall apply to— . . i
(A} individuals losing United States ctizenship (within

the meaning of section 877 of the Internal Revenue Caode
of 18861 on or after February 6, 1885, and .
i(B) long-term residents of the United States with
re to w an event described in subparagraph (A}
ar (B) of section ATTe)1) of such Code occurs on or after
February 6, 1985, ,
(2) RULING REQUESTS.—In no event shall the 1-year period
referred to in section BTTicM1NB} of such Code, as amended
this section, oxpire before the date which is 50 days after
date of the enactment of this Act.
(3) SPECIAL RULE.—
EMB]'ET ﬂE]'FEthﬂ—]n the case of :lli] individual who
ormed an act of expatriation in paragra
1), (2), (3), or (4) of section $49(a) of the Immigration
and Mationality Act (8 US.C. 1481a¥1}~{4}} before Feb-
6, 1985, but who did not, on or before such date,
mhtnthal.rnibndﬂtabu ent of State & signed
statement of voluntary ui:lin t u:'r United mﬂrﬂ
nationality confirming performance such act,
amendments made by this section and section 512 shall
apply to such individual except that the 10- period
described in section 877(a) of such Code shall not expire
before the end of the 10-year period beginning on the
"““[Ei"&; tfafb?uagmph {A) shall not if
CREFTION. g ap
the individual establishes to the satisfaction of the
retary of the Treas that such loss of United States

citizenahip occurrad Fobruary &, 1994,
SEC. 612 INFORMATION ON INDIVIDUALS LOBING UNITED BTATES
CITIZENSHIF,

{a) IN GENERAL—Subpart A of part II1 of subchapter A of
chapter 61 is amended by inserting after section G038E the following
new section:

“SEC. 8030F, INFORMATION ON INDIVIDUALS LOSING UNITED STATES
CITIEEMNSHIP.

“{a) IN GENERAL.—Notwithstanding any other provision of law,
any individual who loses United States citizenship (within
the meaning of section 877(a)) shall provide a statement which
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includes the information described in subsection (b), Such statement
ghall ho—

“{1) provided not later than the earliest date of any act
referred to in subsection (e), and

"{2) provided to the person or court referred to in subsection
i) with reapect to auch act.

“ih) InFoRMaATION To B ProvipEp—Information required
under pubsection {a) shall include—

“(1) the m:palyar‘n TIN,

. “2) the mailing address of such individual's principal for-
eign residence,

“(3) the foreign country in which such individual is residing,

“(4) the foreign country of which such individual is a citizen

“{G) in the case of an individual having a net worth of
at least the dollar amount applicable under section 87T(a)}ZNB),
in!imﬁtinn detailing the assets and linbilities of such individ-
ual, an

{8} auch other information as the Secretary may preacribe.
“ie} Acts DESCRIBED.—For purposes of this section, the ncts

referred to in this subsection are—

1) the individual's renunciation of his United States
nationality before a diplomatic or consular officer of the United
Btates pursuant to mqrr-ﬂ.t (5 of section 34%a) of the
Immigration and Nationality Act (8 U.S.C. 1481(a)5)),

1 the individual's furnishing to the United States Depart-
ment of State o signed statement of voluntary relinguishment
of United States nationality confirming the performance of
an act of expatriation in paragraph (1}, {2}, (3}, or
(4} of section 349a) of the Immigration and MNationality Act
(8 U.5.C. 1481(ak1)=(41},

“i3) the issuance by the United States Department of State
of a certificate of loss of nationality to the individual, or

“(4) the eancellation by a court of the United States of
o naturalized citizen's certificate of naturalization.

“{d} PENALTY.—Any individual failing to provide a statement
required under subsection (a) shall be subject to adpelulo? for
each year (of the 10-year period beginning on the date of loss
of United States citizenship) during any portion of which such
failure continues in an amount equal to the greater of—

"(11 b percent of the tax to be paid under section
B77 E?iﬂiﬂ%ﬂﬁla year ending during such year, or
unless it is shown that such failure is due to reasonable cause
and not to willful neglect,

“{e} INFORMATION To BE PROVIDED TO SECRETARY.—MNotwith-
nmdinzﬂansr ather giom of law—

1) any eral agency or court which collects (or is
required to ecllect) the statement under subsection (a) shall
provide to the Secretary—

VAl s eopy of any such statement, and

7 milﬂ]gnt&lp g tmmd_mz.rtsther 1duntill:5-lln information)

u{ﬁuhﬁ:ﬁun (al, % soniply el P

= Secrotary of State ahall ide to the
a copy of each certificate as to the Im%rﬁm mmmﬂ
under saction 358 of the lm.mir'ahm' and Naticnality Act w
ie mpproved by the Secretary of State, and
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“(3) the Federal agency pﬂmnﬁlmgunﬂhla for admin-
istering the immigration laws shall ide to the Ssecretary
the name of each lewful permanent resident of the United
States (within the meaning of section TT01(b)B}) whose status
as such has besn revoked or has been administratively or
judicially determined to have been abandoned.

Motwithatan any other ion of law, not later than 30

days after the of each calendar quarter, the Se:rem;r]y ghall

ﬂ:bhﬂhinﬂn?ﬂﬂlﬂegiﬂte:thaumﬁuthinﬂiﬁdn losin

nited States eitizenship (within the meaning of section 877(a
with respect to whom the Secretary receives information under
the preceding sentence during such ?-:Er’mr

=f] REPORTING BY LoNG-TERM LawrUL PERMANENT RESIDENTS
WHo CeaSE To Be TaXED as RESIDENTS.—In lieu of applying the
last pentence of subsection (a), any individual who is required
ta de a statement under this ssction by reason of section
&77(eX1) shall provide such statement with the return of tax
imposed by ch.nﬁur 1 for the taxable yoar during which the event
described in such section cccurs.

“(g) EXEMPTION.—The Secretary may by regulations exempt
any class of individunls from the requirements of this section if
he determines that applying this section to such individuals is
not necessary to earry out the pu of this section.”,

ib) CLERICAL AMENDMENT,— table of sections for such sub-
Eaﬁ. A is amended by inserting after the item relating to section

39E the following new item:

“Sap. BOAF, Information on individuals ksing United States ctizenship.”

(e} EFFECTIVE DATE.—The amendments made by this section
ahall apply to—

(1) individuals losing United States citizenship (within the
meaning of section 877 of the Internal Revenue Code of 1986}
on or after Febroary 8, 1995, and

{2) long-term residents of the United States with respect
to whom an event described in subparagraph (A) or (B) of
gection B77(eN1) of such Code occurs on or after such date.

In no event shall any statement required by such amendments
E due befors the 90th day after the date of the ensctment of
is Art.

SEC. 513 REPORT ON TAX COMPLIANCE BY UNITED STATES CITIZENS
AND RESIIVENTS LIVING ABROAD.

Mot later than 90 days after the date of the enactment of
this Act, the Secretary of the Treasury shall prepare and submit
to the Committes on Ways and Means of the House of Representa-
tives and the Committee on Finance of the Senate a report—

{1} describing the compliance with subtitle A of the Internal

Revenue Code of 1988 by citizens and lawful permanent rosi-

dents of the United States (within the meaning of section

TTglthHE} of puch Code) residing outside the United States,

an

(2} rocommending measures to improve such compliance
fincluding improved coordination between executive branch

Bgoncies),
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Subtitle C—Repeal of Financial Institution
Transition Rule to Interest Allocation
Rules

SEC, 821, REPEAL OF FINANCIAL INSTITUTION TRANSITION RULE TO
INTEREST ALLOCATION RULES.

{a) IN GEMERAL.— ph (5) of section 1216(c} of the Tax
Rafnl;!n:dﬁrt of 1986 (Public Law 99-514, 100 Stat. 2548) is hereby
repealed.

(b} EFFECTIVE DATE.—

(1} IN GEMERAL—The amendment made by this section
shall BPE'J' to taxable years beginning after December 31, 1986,

(2 IAL RULE.—In the case of the first taxable year
beginning after December 31, 1885, the pre-effective date por-
tion af interest expense of the ration referred to in
such mﬁaph (6} of such section 1216{c) for such taxable
:.rﬂ.ruﬁll allocated and rtioned without regard to such

amendment, For purposes P sentence, the pre-
effective date portion is the amount w bears the same
ratio to the interest expense for such taxable year as the

number of days during such taxable year before the date of
the enactment of this Arct bears to 368,

Approved August 21, 1996,
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Part lll. Administrative, Procedural, and Miscellaneous

26 CFR 601.201: Rulings and determination let-
ters.

Rev. Proc. 96-49
SECTION 1. PURPOSE

This revenue procedure provides a
model amendment that will give plan
sponsors a streamlined way to amend
their plans to comply with the require-
ments of the Uniformed Services Em-
ployment and Reemployment Rights Act
of 1994, Pub. L. No. 103-353
(“USERRA”), and § 414(u) of the In-
ternal Revenue Code. The revenue pro-
cedure also provides that plan amend-
ments to reflect the provisions of
USERRA and § 414(u) generaly will
not be required to be made before 1998.
Section 414(u) was added by § 1704(n)
of the Small Business Job Protection
Act of 1996, Pub. L. No. 104-188
(*"SBJPA’). The model amendment is
available for use by sponsors of master
or prototype (“M&P"’), regiona proto-
type, volume submitter specimen, indi-
vidually designed, and simplified em-
ployee pension (**SEP”) plans that have
received favorable opinion, notification,
advisory, ruling, or determination letters
that take into account the requirements
of the Tax Reform Act of 1986, Pub. L.
No. 99-514 (“TRA '86").

SECTION 2. BACKGROUND AND
GENERAL INFORMATION

.01 USERRA, codified a 38 U.S.C.
88 4301-4333, revised and restated the
federal law protecting veterans reem-
ployment rights. Under USERRA, which
is interpreted and enforced by the Veter-
ans Employment and Training Service
of the U.S. Department of Labor, an
employee who is absent from a position
with an employer because of military
service generdly is entitled to reemploy-
ment with that employer, subject to
certain limits and exceptions. USERRA
also requires certain other rights and
benefits to be provided or made avail-
able, including, in certain circumstances,
coverage under the employer's health
plan. In addition, on reemployment, an
employee is entitled to receive certain
pension, profit-sharing and similar ben-
efits (under defined benefit or defined
contribution plans) that would have been
received but for the employee’s absence
during military service. USERRA sets
forth various rules relating to the em-

ployee's reemployment and other rights
and benefits, including—

e the types of military service cov-
ered,

e advance notice of military service
to be given to an employer,

e documentation of reemployment
eligibility,

e exceptions for dishonorable dis-
charge and employer hardship,

e the position in which an individual
must be reemployed, and

e enforcement procedures.

.02 Section 414(u) generally provides
that a contribution that is made by an
employer or employee to an individual
account plan or by an employee to a
contributory defined benefit plan, and
that is required under USERRA, is taken
into account for purposes of the limita-
tions of § 402(g), 402(h), 403(b),
404(a), 404(h), 408, 415 or 457 in the
year to which the contribution relates,
not the year in which the contribution is
made. In addition, § 414(u) provides
that a plan is not treated as failing to
meet the requirements of § 401(a)(4),
401(a)(26), 401(k)(3), 401(k)(11), 401-
(K)(12), 401(m), 403(b)(12), 408(k)(3),
408(k)(6), 408(p), 410(b), or 416 be
cause of the contribution (or the right to
make the contribution).

.03 Section 414(u) generally provides
that an employer maintaining a plan
shall be treated as meeting the require-
ments of USERRA only if an employee
reemployed under USERRA is treated as
not having incurred a break in service
because of the period of military ser-
vice, the employee’s military service is
treated as service with the employer for
vesting and benefit accrual purposes, the
employee is permitted to make addi-
tional elective deferrals and employee
contributions in an amount not exceed-
ing the maximum amount the employee
would have been permitted or required
to contribute during the period of mili-
tary service if the employee had actualy
been employed by the employer during
that period (**make-up contributions),
and the employee is entitted to any
accrued benefits that are contingent on
employee contributions or elective de-
ferrals to the extent the employee pays
the contributions or elective deferrals to
the plan. Make-up contributions must be
permitted during the period that begins
on the date of reemployment and contin-
ues for five years or, if less, three times
the period of military service. With
respect to make-up contributions, the
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employer must make matching contribu-
tions that would have been required if
the make-up contributions had actually
been made during the period of military
service.

.04 Section 414(u) provides that an
employee is treated as receiving com-
pensation from the employer during the
period of military service equal to the
compensation the employee otherwise
would have received from the employer
during that period, or, if the compensa-
tion the employee otherwise would have
received is not reasonably certain, the
employee’s average compensation from
the employer during the period immedi-
ately preceding the period of military
service. For purposes of 8§ 414(u),
USERRA is not treated as requiring the
crediting of earnings to an employee
with respect to any contribution before
the contribution is actualy made or
requiring any allocation of forfeitures to
the employee for the period of military
service. Section 414(u) aso provides
that, if a plan provides for the suspen-
sion of an employee's obligation to
repay a loan for any part of any period
of military service, the suspension is not
taken into account for purposes of
8 72(p), 401(a) or 4975(d)(1).

.05 USERRA provides generally that
it is effective with respect to reemploy-
ments initiated 60 days or more after the
October 13, 1994, enactment date of
USERRA, that is, reemployments initi-
ated on or after December 12, 1994.
USERRA provides that an employee
pension benefit plan has two years from
the date of enactment, that is, until
October 13, 1996, to come into compli-
ance. Section 1704(n)(3) of SBJPA pro-
vides that § 414(u) is effective as of
December 12, 1994. The relief provided
by 8§ 414(u) extends to plans that are
not operated in compliance with the
requirements of USERRA specified in
§ 414(u) until after October 12, 1996,
as well as to plans that were operated in
compliance with those requirements be-
fore October 13, 1996.

.06 Provisions of SBJPA that are un-
related to USERRA changed various
qgualification requirements for plans.
Section 1465 of SBJPA provides that, if
a plan amendment is required by certain
changes under SBJPA (‘*SBJPA
change’), the amendment is not re-
quired to be made before the first day of
the first plan year beginning on or after
January 1, 1998 (January 1, 2000, for a
governmental plan as defined in



8 414(d) of the Code), if the plan is
operated in accordance with the SBJPA
change during the period from the effec-
tive date of the SBJPA change to the
time the plan amendment is required
and if the plan amendment reflecting the
SBJPA change applies retroactively to
that period.

.07 Plan amendments to reflect the
provisions of USERRA and § 414(u)
will not be required to be made before
the date plan amendments will be re-
quired to be made under § 1465 of
SBJPA.

SECTION 3. MODEL AMENDMENT

.01 All plans—Sponsors described in
subsection .02 may amend their plans by
adopting, word-for-word, the model lan-
guage in the appendix to this revenue
procedure in accordance with the in-
structions in this revenue procedure. If a
sponsor to whom the model language is
available pursuant to subsection .02
adopts the model language, neither ap-
plication to the Service nor a user fee is
required. The Service will not issue new
opinion, notification, advisory, ruling, or
determination letters for plans that are
amended solely to add the model lan-
guage described in this section.

.02 The model language is available
only to sponsors of M&P, regional pro-
totype, volume submitter specimen, and
individually designed (including volume
submitter and SEP) plans that, as of the
date of the adoption of the model
amendment, have reliance on a favor-
able opinion, notification, advisory, rul-
ing, or determination letter that takes

into account the requirements of TRA
'86 under Rev. Proc. 87-50, 1987-2
C.B. 647, as modified; Rev. Proc. 89-9,
1989-1 C.B. 780, as modified; Rev.
Proc. 89-13, 19891 C.B. 801, as modi-
fied; Rev. Proc. 90-20, 1990-1 C.B.
495; Rev. Proc. 9141, 19912 C.B.
697; Rev. Proc. 91-66, 1991-2 C.B.
870; Rev. Proc. 93-39, 1993-2 C.B.
513; or Rev. Proc. 96-6, 1996-1 |.R.B.
151.

.03 M&P, Regional Prototype and
Volume Submitter Plans—M&P, re-
gional prototype and volume submitter
plan sponsors that use the model lan-
guage must file Form 8837, Notice of
Adoption of Revenue Procedure Model
Amendments.

SECTION 4. RELIANCE

An employer entitled to rely on an
opinion, notification, ruling, or determi-
nation letter will not lose reliance on the
letter merely because of this amend-
ment. Plan amendments made in accor-
dance with section 2.07 and section 3 of
this revenue procedure will not cause
the plan to lose its otherwise applicable
extended reliance period under Rev.
Procs. 89-9 and 89-13, as modified by
Rev. Proc. 93-9, 1993-1 C.B. 474, or
section 13 of Rev. Proc. 93-39.

DRAFTING INFORMATION

The principal author of this revenue
procedure is Richard Wright of the
Employee Plans Division. For further
information regarding this revenue pro-
cedure, contact the Employee Plans Di-
vision's telephone assistance service be-
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tween 1:30 and 4:00 p.m., Eastern Time,
Monday through Thursday at (202) 622—
6074/6075 or Mr. Wright at (202) 622—
6214. (These telephone numbers are not
toll-free numbers.)

For further information regarding
USERRA, contact the local office of the
Veterans' Employment and Training Ser-
vice (“VETS") of the U.S. Department
of Labor or contact the VETS National
Office at 1-202-219-8611.

APPENDIX

MODEL AMENDMENTS
AMENDMENT 1

(Note to Sponsor: The following model
amendment may be used to amend plans
to provide for the requirements of
USERRA and § 414(u) of the Code.)

“Notwithstanding any provision of this
plan to the contrary, contributions, ben-
efits and service credit with respect to
qualified military service will be pro-
vided in accordance with § 414(u) of
the Internal Revenue Code.”

AMENDMENT 2

(Note to Sponsor: The following model
amendment may be used to amend plans
that provide for loans to participants, if
the sponsor chooses to suspend loan
repayments during participants periods
of military service.)

“Loan repayments will be suspended
under this plan as permitted under
§ 414(u)(4) of the Interna Revenue
Code.”




Part IV. Items of General Interest

Foundations Status of Certain
Organizations

Announcement 96-109

The following organizations have
falled to establish or have been unable
to maintain their status as public chari-
ties or as operating foundations. Accord-
ingly, grantors and contributors may not,
after this date, rely on previous rulings
or designations in the Cumulative List
of Organizations (Publication 78), or on
the presumption arising from the filing
of notices under section 508(b) of the
Code. This listing does not indicate that
the organizations have lost their status
as organizations described in section
501(c)(3), eligible to receive deductible
contributions.

Former Public Charities. The follow-
ing organizations (which have been
treated as organizations that are not
private foundations described in section
509(a) of the Code) are now classified
as private foundations:

Accessibly Fun Resort and Campground

Inc., Bloomington, MN
Ambulance Rescue 33 LTD, Chillicothe,

IL
American Association of University

Women North Shore Memorial,

Chicago, IL
American Export Worldwide,

Washington, DC
Androy Project Committee, Hibbing,

MN

Anxiety Control Techniques, Tinley
Park, IL

Apple Retreat Ministries, New Prague,
MN

Archeological Institute of America Minn
Society Inc., Minneapolis, MN

Arrowhead Wilderness Camps Inc.,
Highland Park, IL

ASI-Jamestown Inc., St. Paul, MN

Aspects and Expectations Inc., Madison,
Wi

Big Bend Vernon Historical Society
Inc., Big Bend, WI

Bonduel Community Archives Inc.,
Bonduel, WI

Bradley Sigma Phi Historical Landmark,
Madison, WI

California Acupuncture Resources Inc.,
San Leandro, CA

Cambridge Productions, Chicago, IL

Cameron Senior Citizens, Cameron, WI

Carbondale Community Orchestra Inc.,
Carbondale, IL

Casa Guatemala, Chicago, 1L
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Cascade Community Food Cupboard,
Cascade, MT

Center for Development of Hardy
Landscape Plants Inc., Chanhassen
MN

Charles Restoration Mission, Detroit, M|

Chicago Numisatic Foundation Rare
Coin Museum & Library Inc.,
Chicago, IL

Childrens Kidney Disease Society
CKDS, Minneapolis, MN

Christian Bridge, Palos Heights, IL

Christian Health Association of Liberia
Support Group, Aurora, 1L

Christy Lynn Schaeffer Memorial
Scholarship Fund LTD, Wolf Lake, IL

Columbia Park Tower Fund Inc.,
Malone, WI

Commonwealth Development
Corporation, Inc., Detroit, M|

Community Support Systems, Chicago,
IL

Concern for Car Owners Inc., Okemos,
Ml

Cultural & Educational Productions
Association, Homewood, IL

Dale Mahnke Musical Ministries,
Shelbyville, IL

Diocese of Chicago Housing
Development Corporation, Chicago,
IL

District 637 Foundation, Redwood Falls,
MN

Don Irwin Ministries Inc., Minneapolis,
MN

Douglas Mental Health Foundation Inc.,
Viroqua, WI

Dr. Jakub G. Schlichter Research
Foundation, Chicago, IL

E. F. Jablonski Family Foundation Inc.,
Wausau, WI

Employment Awareness Resources,
Broadview, IL

Environmental Advisory Group, Inc.,
Florence, AL

Evensong Foundation, Chicago, IL

Express Learning Center Inc., Chicago,
IL

Family Drozdz-Czerkawski Foundation,
Chicago, IL

Farrington Company, Inc., New York,
NY

[llinois Association for Gifted Children,
Glenview, IL

Illinois Society of Fire Service
Instructors, Oak Lawn, IL

Ingtitute for Child and Family,
Milwaukee, WI

Institute for World Resource Research,
Woodbridge, IL

Janesville Youth Football Inc.,
Janesville, WI
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J. Hawk Aquatic Club Inc., Whitewater,
Wi

Joan Vaala Memoria Trust, Madison,
MN

John P. Loftus Scholarship Fund,
Chicago, IL

Lake County Knights Inc., Wildwood,
IL

Lee County Drug Dependency
Rehabilitation Center, Inc., Tupelo,
MS

Lewis and Clark International Ayh
Hostel, St. Charles, MO

Marbleworks Theatre, Chicago, IL

Mather Health Care Inc., Evanston, IL

Maumee Valley-Wabash & Erie Canal
Historical Society Incorporated,
Woodburn, IN

Maywood Renaissance Center Inc.,
Maywood, 1L

Mt. Pulaski Community Unit District
No. 23 Education FDTN, Mt. Pulaski,
IL

National Black Caucus of Specia
Educators, Chicago, IL

National Writers Uplink, Danville, 1L

New Vision of Faith Devel opment
Corporation, Chicago, IL

New World Repertory Company,
Chicago, IL

Orpheus of America, Chicago, IL

Pace Group, Inc., Wisconsin Rapids, WI

Pro Education Inc., Palos Hills, IL

Pro Hispanic Political Educational
Project Inc., Paoli, PA

Projected Images of Hudson County,
Hoboken, NJ

Project Redemption, Reamstown, PA

Project 2000 Plus Inc., Frederick, MD

Quantum Group, Minneapolis, MN

Rabbi Benjamin Steinberg Education
Fund Inc., Baltimore, MD

Raft Inc., Washington, PA

Reach Out 56 Inc., Philadelphia, PA

Sakhisizwe Christian Ministries of South
Africa Inc., Westminster, MD

San Pedro Maritime Heritage Museum,
Wilmington, CA

Schuyler Jail Museum Inc., Rushville,
IL

Search and Rescue Dogs of Maryland
Inc., Waldorf, MD

Senri International School Foundation
Inc., Princeton, NJ

Serenity House Inter-1sland
Neighborhood Endowment, St.
Thomas, VI

Sexual Abuse & Addiction Treatment
Foundation Inc., Frederick, MD

Shakespeare Guild Incorporated,
Washington, DC

Shelter Project, Alexandria, VA



Shenandoah Fellowship Ministries,
McLean, VA

Tri City Tennis Association Inc.,
Marinette, WI

Union City Volunteer Fire Department,
Union City, PA

United Filipino Americans of Lake
County, Winthrop Harbor, IL

United States Chinese Kuoshu
Federation Inc., Towson, MD

United States Go Foundation, Inc., New
York, NY

University of Hull American
Foundation, Washington, DC

U.S. Council for International
Rehabilitation, Washington, DC

U.S. Knowhow Inc., ElImhurst, IL

Utilization Review Accreditation
Commission Inc., Washington, DC

Vesta Foundation Inc., Adelphi, MD

Vietnam Era Veterans Inter-Tribal
Assoc-Womens Auxiliary Inc.,
Germantown, MD

Village Theatre Company, Inc., New
York, NY

Virginia Center for Public Press Inc.,
Richmond, VA

Virginia Network for Victims and
Witnesses of Crime Inc., Alexandria,
VA

Virginians in Partnership for Housing
Inc., Mt. Vernon, VA

Vital Foundation, Pittsburgh, PA

Vivant Ingtitute, Inc., New York, NY
Ward 8 Forum on Education,
Washington, DC
Warrior Run Lady Defender Basketball
Parents and Boosters AS, Turbotville,
PA
Washingtons Child Project, Washington,
DC
If an organization listed above sub-
mits information that warrants the re-
newa of its classification as a public
charity or as a private operating founda-
tion, the Internal Revenue Service will
issue a ruling or determination letter
with the revised classification as to
foundation status. Grantors and contribu-
tors may thereafter rely upon such rul-
ing or determination letter as provided
in section 1.509(a)—7 of the Income Tax
Regulations. It is not the practice of the
Service to announce such revised classi-
fication of foundation status in the Inter-
na Revenue Bulletin.

New Form 8160-A, Form
1120/1120-A Tax Package
Postcard, and New Form 8160-C,
Form 1065 Package Postcard

Announcement 96-110

The 1996 Package 1120 (U.S. Corpo-
ration Income Tax Package) and the
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1996 Package 1065 (U.S. Partnership
Return of Income) will not be mailed
automatically to prior year filers of
Forms 1120, 1120-A, or 1065 with U.S.
addresses. Instead, filers of these returns
for 1995 will be sent a postcard (Form
8160-A for corporations or Form
8160-C for partnerships), which will
include the pre-printed label to be used
with the 1996 return. Corporations or
partnerships that need a 1996 package
can order it by returning the postpaid
reply portion of the postcard.

Notice of Disposition of Declaratory
Judgment Proceedings Under
Section 7428

This announcement serves notice to
potential donors that on August 20,
1996, the United States Tax Court en-
tered an Order of Dismissal in reponse
to the parties Joint Motion to Dismiss
for Mootness. The Court agreed that the
revocation notice is null and void and
the organizations listed below are to be
recognized as tax exempt under section
501(c)(3) of the Internal Revenue Code.
Greater Damascus Baptist Church

Dayton, OH
Philippi Missionary Baptist Church

Dayton, OH

1996-43 |.R.B.



Definition of Terms

Revenue rulings and revenue procedures
(hereinafter referred to as “rulings’)
that have an effect on previous rulings
use the following defined terms to de-
scribe the effect:

Amplified describes a situation where
no change is being made in a prior
published position, but the prior position
is being extended to apply to a variation
of the fact situation set forth therein.
Thus, if an earlier ruling held that a
principle applied to A, and the new
ruling holds that the same principle also
applies to B, the earlier ruling is ampli-
fied. (Compare with modified, below).

Clarified is used in those instances
where the language in a prior ruling is
being made clear because the language
has caused, or may cause, some confu-
sion. It is not used where a position in a
prior ruling is being changed.

Distinguished describes a situation
where a ruling mentions a previously
published ruling and points out an es
sential difference between them.

Modified is used where the substance
of a previously published position is
being changed. Thus, if a prior ruling
held that a principle applied to A but not
to B, and the new ruling holds that it
applies to both A and B, the prior ruling

Abbreviations

The following abbreviations in current use and
formerly used will appear in material published in
the Bulletin.

A—Individual.
Acg.—Acquiescence.
B—Individual.
BE—Beneficiary.

BK—Bank.

B.T.A—Board of Tax Appeals.
C.—Individual.
C.B.—Cumulative Bulletin.
CFR—Code of Federa Regulations.
CI—City.
COOP—Cooperative.
Ct.D.—Court Decision.
CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.
DISC—Domestic International Sales Corporation.
DR—Donor.

E—Edtate.

EE—Employee.

is modified because it corrects a pub-
lished position. (Compare with amplified
and clarified, above).

Obsoleted describes a previously pub-
lished ruling that is not considered de-
terminative with respect to future trans-
actions. This term is most commonly
used in a ruling that lists previously
published rulings that are obsoleted be-
cause of changes in law or regulations.
A ruling may also be obsoleted because
the substance has been included in regu-
lations subsequently adopted.

Revoked describes situations where
the position in the previously published
ruling is not correct and the correct
position is being stated in the new
ruling.

Superseded describes a situation
where the new ruling does nothing more
than restate the substance and situation
of a previousy published ruling (or
rulings). Thus, the term is used to
republish under the 1986 Code and
regulations the same position published
under the 1939 Code and regulations.
The term is also used when it is desired
to republish in a single ruling a series of
situations, names, etc., that were previ-
ously published over a period of time in
separate rulings. If the new ruling does

E.O.—Executive Order.

ER—Employer.

ERISA—Employee Retirement Income Security Act.
EX—Executor.

F—Fiduciary.

FC—Foreign Country.

FICA—Federa Insurance Contribution Act.
FISC—Foreign International Sales Company.
FPH—Foreign Personal Holding Company.
F.R—Federa Register.

FUTA—Federal Unemployment Tax Act.
FX—Foreign Corporation.

G.C.M.—Chief Counsel’s Memorandum.
GE—Grantee.

GP—General Partner.

GR—Grantor.

|C—Insurance Company.

|.RB.—Internal Revenue Bulletin.

LE—L essee.

LP—Limited Partner.

LR—Lessor.

M—Muinor.

Nonacq.—Nonacquiescence.
O—Organization.

P—~Parent Corporation.
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more than restate the substance of a
prior ruling, a combination of terms is
used. For example, modified and super-
seded describes a situation where the
substance of a previously published rul-
ing is being changed in part and is
continued without change in part and it
is desired to restate the valid portion of
the previously published ruling in a new
ruling that is self contained. In this case
the previously published ruling is first
modified and then, as modified, is su-
perseded.

Supplemented is used in situations in
which a list, such as a list of the names
of countries, is published in a ruling and
that list is expanded by adding further
names in subsequent rulings. After the
origina ruling has been supplemented
several times, a new ruling may be
published that includes the list in the
origina ruling and the additions, and
supersedes al prior rulings in the series.

Suspended is used in rare situations to
show that the previous published rulings
will not be applied pending some future
action such as the issuance of new or
amended regulations, the outcome of
cases in litigation, or the outcome of a
Service study.

PHC—Persona Holding Company.
PO—~Possession of the U.S.
PR—Partner.

PRS—Partnership.

PTE—Prohibited Transaction Exemption.
Pub. L.—Public Law.

REIT—Rea Estate Investment Trust.
Rev. Proc.—Revenue Procedure.

Rev. Rul.—Revenue Ruling.
S—Subsidiary.

SP.R—Statements of Procedural Rules.
Sat.—Statutes at Large.

T—Target Corporation.

T.C.—Tax Court.

T.D.—Treasury Decision.
TFE—Transferee.

TFR—Transferor.

T.I.R—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.SC.—United States Code.
X—Corporation.

Y—Corporation.

Z—Corporation.
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